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management services to clients 
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“@ This new IAS MANAGEMENT TRAINING COURSE teaches 


how to understand and use the tools of business measurement. 
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to serve management better, and such knowledge is just as 
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has management aspirations. 
@ The advanced subjects are taught by graphic methods. 
No mathematical knowledge beyond business arithmetic is required. 
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® Either or both of the first two sections may be eliminated 
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@ The [AS MANAGEMENT TRAINING COURSE is available 
to individuals and also to firms which are interested in enrolling 
a group of employees at a special group discount. 
@ If you would like further information about the course and 
a complimentary copy of one of the Management Control 
assignments, address your letter to the Secretary, IAS, 
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mountains of paperwork — efficiently and economi- 
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390...an “Electronic Accountant”... electronically main- 
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and machines. 

3S0...an “Electronic Mathematician” .. . electronically per- 
forms all types of business arithmetic and formula 
computations—at speeds measured in 1/1000 of a 
second. 

390 ...an “Electronic Filing System”... electronically classi- 
fies and files data without the need for human 
decisions. Millions of digits can be stored on mag- 
netic-tape ledger records, punched paper tape, and 
punched cards. 

3S9S0O...an “Electronic Reporter”... electronically digests 
volumes of business data and provides complete, 
timely reports. 
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Investigate This Pathway to Increase Savings... 
backed by 76 Years of System Service Experience 


THE NATIONAL CASH REGISTER COMPANY, peyton 9, ohio 
1039 OFFICES IN 121 COUNTRIES 
76 YEARS OF HELPING BUSINESS SAVE MONEY 
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PROTECTION 


Today most people naturally as- 
sume their checks are safe and 
free from the possibilities of 
fraudulent alteration. And, to a 
large degree, this confidence is 
justified since the majority of 
America’s leading banks use 
La Monte Safety Paper for their 
checks in order to give their cus- 
tomers the maximum in protec- 
tion. 


Ask your lithographer to show you 
samples .. . or we will gladly send 
them direct. 


GEORGE LA MONTE & SON 


NUTLEY 10, NEW JERSEY 
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THE PRESIDENT’S PAGE 


HIS is the time of the year when most of our Chapters are resuming 

activities after the summer season. Some newly elected Chapter officers 
and committeemen probably are beginning to wonder whether or not they 
did the right thing when several months ago, being somewhat flattered, 
they accepted an Institute assignment—although “they didn’t have the 
time. 


I am sure that I had similar reactions—because in looking back I re- 
member how hard it was going to be to find the time just to participate as 
a committee member on a chapter project. Somehow Tue INsTITUTE re- 
quests for more important assignments kept coming, and although I was 
always doubtful of “affording the time,” the assignments were completed. 
I felt better for having accomplished them and continued progressing with 
my company. 


In analyzing this condition, I can only conclude that somewhere along 
the way, a better job had been done of organizing my staff and office activi- 
ties, of delegating authority—of setting out policy and instructions so my 
activity could run without day-to-day direction on my part. This I found 
was highly advantageous to my company activity as well as giving me time 
to attend INsTITUTE meetings at times. 


INSTITUTE meetings for the most part are very valuable. I meet men 
who have top positions in internal auditing in some of the largest and more 
progressive companies. I find that I leave with many valuable, practical 
ideas which can be put to use. 


I believe that my company and I are ahead for the time and effort given 
to Tue Institute, and I know that other men who have held the Presi- 
dent’s position have felt the same way. I hope that you will find the same 
advantages as you accept new assignments with Tue INsTITUTE and pro- 
gress in your profession. 


C. H. Nacut 














AUTHORS AND ARTICLES 





AUDITING A LARGE ORGANIZATION 


Actual audit experiences are always of interest. This article sets forth 
the internal audit program of a large British organization with a decentral- 
ized accounting setup. The author discusses the organization of the audit 
department, its relations with other departments and preparation of the 
audit program. This is followed by a discussion of the approach to the audit, 
presentation of findings and recommendations, reports, working papers, and 
relations with statutory auditors. This company’s approach allows con- 
siderable freedom to the auditor, for approaches to the audit in the United 


Kingdom and in its overseas branches must be the same. 


E. S. L. Vincent is Deputy Chief Internal Auditor, British Overseas 
Airways Corporation. He joined British South American Airways in 1948, 
transferred to the Internal Audit Branch in 1950, and has held his present 
position since 1958. He is a Fellow of the Institute of Chartered Accountants 
in England and Wales and a member of the London Chapter of Tue In- 
STITUTE OF INTERNAL AUDITORS. 


CONTROL OF FRAUD 


“Protection against embezzlement requires a good system of internal 
control (supplemented by an independent audit) plus fidelity insurance.” 
The author presents general elements of control which can apply to any 
organization and states that often fraud exists because of a difference be- 
tween theory and practice in internal control. In this article he discusses 
elements conducive to fraud and elimination of these elements in cash re- 
ceipts, accounts receivable, purchases, petty cash, payroll, inventories and 
securities. He then discusses fidelity insurance, its direct and indirect 


benefits. 


Henry Brodish is Underwriting Supervisor of the Fidelity and Surety, 
3urglary and Glass, and Workmen’s Compensation Departments of State 
Automobile Mutual Insurance Company. He attended Temple University 


and has been in the insurance business for thirty-four years, 
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Authors and Articles 


CHANGING HORSES 


This article is subtitled “Reminiscences of Professional and Internal 
Auditing” and provides a very entertaining and thought-provoking account 


of the author’s experiences in business from the time he entered his first 
job, through his joining a firm of chartered accountants, the internal audit 


branch of an international company, and on to executive accounting. Mr. 
Anderson makes many interesting observations on the nature and limitations 


of each of these positions. 


W. R. Anderson is General Accountant of British European Airways. 
He is a Fellow of the Association of Certified and Corporate Accountants 
and an Associate of the Institute of Chartered Secretaries. His experience 
includes an appointment as head of an internal audit branch and professional 
experience with a London firm of Chartered Secretaries and a London firm 


of Chartered Accountants. 


ORGANIZATION PLANNING 


Lack of effective organization planning can strangle a business. This 
article presents a discussion of organization planning and the role of the 
internal auditor in planning. Control and planning are closely interrelated, 
therefore the auditor should be aware of the benefits of organizational plan- 
ning, the symptoms of problems, and the elements necessary to a workable 
plan. These points are discussed in turn. Also presented is a head office 
creed sent out to his staff by a company president as an aid in assuring that 


a new organizational plan would work. 


lan S. Wishart is associated with McKinsey & Co., Management Con- 
sultants, and has broad experience in the field of corporate organization, 
control studies and personnel relations. Mr. Wishart graduated from the 
University of California and received his MBA from Harvard Graduate 


School of Business Administration. 


COOPERATION WITH EXTERNAL AUDITORS 


The extent of the cooperation between internal and external auditors is 
a subject of continuing interest to both, As the subtitle of this article asks, 
“Who does What, and Why?” Definitions of the duties of the two groups 


as set forth by the American Institute of CPAs and the Canadian Institute 
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of Chartered Accountants are presented and discussed. The author then 
examines specific areas of co-ordination, audit of branch offices, cash, 
accounts receivable, inventory, fixed assets, and scrap. Each auditor must 
have a clear understanding of his own responsibilities and those of the other 


auditor to ensure lack of duplication and effective carrying out of their 
respective duties. 


Clem King is Managing Partner, Deloitte, Plender, Haskins and Sells. 


Previously he has been executive secretary and research director, Canadian 


Institute of Chartered Accountants and executive assistant to the president, 


University of Alberta. He has written various tax and accounting articles 


in the Canadian Chartered Accountant and other publications. 














INTERNAL AUDIT IN A LARGE 
ORGANIZATION * 


By —E. S$. L. VINCENT 


Deputy Chief Internal Auditor, British Overseas Airways Corporation 


HE Oxford Dictionary gives many definitions of the word large, among 

which are—of considerable or relatively great magnitude, and, of wide 
range. There is no doubt to my mind that the organization for which | 
work can therefore be described as large, but what is more important, | 
think, almost any business or organization is large in relation to some other. 
It follows, I suppose, that I should be qualified to speak on the subject of 
internal auditing in a large organization, and it also follows that almost 
everything that has been written or said in relation to internal auditing 
concerns large organizations. Therefore, I will try to give a brief picture of 
internal audit as it applies to the organization for which I work, 


I hope that our advertising program has been sufficiently forceful to 
have made known to you all that this organization is a world-wide airline, 
taking good care of you in your journeys to all six continents. However, 
from the accounting and control aspect, the Head Office is decentralized 
into fifteen accounting units, whilst overseas there are some twenty self- 
accounting units, some of these being the central office controlling numbers 
of satellites, as is the case, for example, of New York, which controls 
twelve offices in the U.S.A. There are also a number of Associated Com- 
panies varying from wholly owned subsidiary companies to companies with 
which agreements have been made to render management services. 


The internal audit department is organized with a Chief Internal 
Auditor, a Deputy, eight Internal Auditors, eleven senior assistants and 
fifteen junior assistants; all are based centrally in the U.K., as it has been 
found from experience that regionally based auditors tended to become 
somewhat parochially minded. 


The audit staff is divided for convenience into four main groups ; these 
are—financial control, labor control, and stores control in the U.K. and 
Overseas. There is a measure of interchange of staff between the various 
categories of audits, and as far as is possible audits are undertaken by 
different teams on each occasion. 


* A condensed version of this paper appeared in The Manager. 
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The Chief Internal Auditor’s terms of reference are basically in line 
with the Statement of Responsibilities of the Internal Auditor as issued by 
this InstiTuTE, and he is responsible to the Financial Comptroller. 


The Internal Audit Department is not responsible for any line control 
or accounting functions. There are no limitations on the examinations of 
records, correspondence or other data. 


There is a regular training program, staff being required to attend 
courses within the organization on domestic matters and outside on techni- 
cal matters concerning their work. As staff are frequently out of the U.K., 
preference is given to correspondence courses on technical matters. For 
the same reason it is not usually possible to arrange audit staff meetings 
(except at Christmas when audit matters are not discussed!). To make up 
for this the Chief Internal Auditor takes every opportunity of discussing 
audit matters with staff when they are available, 


There is a separate Organization and Methods Department with which 
close liaison is maintained, and normally internal audit views are sought 
by the Methods Section on changes in procedures. Similarly, internal audit 
criticisms calling for improved controls which may mean more work are 
studied by the Methods Section. 


In common with the control of all other departments in this organization 
the Internal Audit Department is controlled by Management by way of 
an annual budget, and it is obviously the first concern of the Chief Internal 
Auditor that the Management shall receive the best value for the money 
that it is prepared to spend on Internal Audit. At the time of the prepara- 
tion of the budget the staffing of the Internal Audit Department is agreed 
and the numbers are something of a compromise between what the Manage- 
ment is prepared to allow and the numbers the Chief Internal Auditor con- 
siders he needs to achieve optimum coverage. Unless circumstances arise 
which could not have been forecast, it is not normally possible to increase 
staff numbers beyond the budgeted figure, and as regards expenditure, 
adequate explanations have to be forthcoming for any adverse variances. 
When you consider that much of the audit time is spent overseas where 
costs are high, you will appreciate how great is our need to ensure that 
our program is adequate and capable of being adhered to strictly. 


Chief Internal Auditor submits monthly to Financial Comptroller a 
brief report of audit activities, giving among other things the man/days 
spent on audits undertaken, and the audit conclusions of jobs completed 
in the month. Attention is also drawn to any unusual circumstances or 
trends. 
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PREPARATION OF THE PROGRAM 


So that the necessary coverage is maintained within the allowed cost, 
it is of the utmost importance that the program for the Audit Department 
be carefully prepared. The program normally covers a period of six months 
and is issued about one month before the commencement of the program. 





There are three elements to be taken into consideration: man/days 
available, audit work to be done and the time to be allowed for each audit. 

Any two of these elements can be fixed, and, principally because auditing 

| overseas is costly, our programs are based on a fixed number of man/days 
for a fixed time, the actual work schedule being varied on the spot by the 


Internal Auditor in charge of the job. Only in exceptional circumstances 
are audit visits extended and then only on the authority of the Chief In- 
y ternal Auditor. 


These then are the ingredients for the preparation of the program— 


1 man/days available, which are considered at the same time as the rotation 
t of staff, the fixed requirements for the program and such other matters as 
t may be the subject of audit, depending upon the time available. 

e 


Fixed requirements include one visit per program to each overseas 
office ; one visit per program to each of the several Associated Companies ; 


n fixed time jobs in the U.K., such as cash checks, physical counts of docu- 
Fea ments, fixed percentage checks on such items as payrolls. 
al 
y Having inserted in the program the projected overseas visits and the 
“ fixed requirements, there are blank spaces left representing the man/days 
d available for the coverage of other matters. 
r The expression “other matters” perhaps does not really convey the fact 
af that it includes quite a large proportion of the matters for audit examination 
“0 These other matters are ascertained from the perusal of the various budgets 
. that are available, such as— 
a Sales Budget—giving the incidence of sales 
ve Revenue Budget 
at Expenditure Budgets by departments and by cost groups 

Capital Expenditure Budgets 

Working Funds Budgets 
a Pre-calculated profit and loss accounts and balance sheets, etc. 
ys 
ed Resulting from this perusal a list is prepared of potential audit subjects. 
or In fact this list already exists, but it is necessary to bring it up to date be- 


fore preparing any program. 
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It is then necessary to eliminate from the list those parts of the various 
subjects that are already covered by the fixed requirements. Thus, in con- 
sidering the audit of the Engineering Department, it is known that pay- 
rolls are already covered as part of the fixed requirement. 


We then have a list of all those items to which we wish to direct audit 
attention. However, by reason of the volume there is not enough time to 
cover them all in the course of every program. 


3y and large experience is the only guide to frequencies, and these 
are varied from time to time depending upon audit findings, so that some 
sections may be audited in every program, others at much greater intervals. 


A continuous record is maintained and reviewed on the preparation of 
each program so as to ensure complete coverage over a reasonable period. 
Unfortunately this desirable state of affairs is rarely achieved, for changes 
in the organizational structure and sickness of audit staff, to mention only 
two matters, effectively undermine the best of programs. 


I believe that I have said enough on the subject of programs to empha- 
size how much importance we attach to the proper preparation and effective 
implementation of these. 


APPROACH 


Much consideration has been given from time to time as to whether 
the audit approach should be along functional lines or organizational lines. 
The functional line undoubtedly has the advantage that one team is able to 
follow certain transactions from start to finish, but our experience is that 
a very considerable amount of time can be spent on these audits merely in 
discussions of the findings; for example, one such audit called for dis- 
cussions with no less than twenty different officials. I have previously men- 
tioned our great need to work to a fixed timetable, and it has been found 
that it is very difficult to time in advance a functional audit. Organizational 
or responsibility audits, on the other hand, fall into fairly well defined 
patterns following not only the organizational structure but also the various 
budgets produced by departments. For this reason the majority of the 
audits that we undertake are responsibility audits. Not infrequently from 
these responsibility audits stem the need for functional audits, and records 
are kept of these needs so that they may be considered when producing 
future programs. 


In regard to the actual audit work to be performed, our views are that 
our internal auditors being experienced qualified men are well able to use 
their own judgment as to what matters shall be covered and in how much 





reports to management are properly prepared in accorda 
rules and good accounting practice. 


desirable to attempt to cover, but as 1 mentioned before, 
has to be varied according to the time available and t 
auditor on the spot. 


management of the company concerned. 


by reference to previous reports, noting at the same time 


discussed with the Chief Internal Auditor. 


upon conclusion of the audit. 


Both Chief Internal Auditor and his Deputy from 
locations in the U.K. and Overseas either to carry out a 


Internal Auditor in the field. 


FINDINGS 
priate officials and with the senior official of the depart: 
them will not feature in the subsequent report. These 


the officials are being audited. 


\ record of matters discussed and with whom is kept 
audit file—together with observations of officials. Where 
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detail, always bearing in mind the principal aim, which is to ensure that 


nce with published 


As a result we do not use fixed audit schedules within the U.K. except 
in relation to certain aspects of payroll audit. For overseas offices we have 
an audit schedule outline which indicates the points which it is considered 


the work schedule 
he findings of the 


For the audits of our Associated Companies we have no fixed audit 
schedule. Frequently the work that is undertaken is that requested by the 


At the commencement of each audit the internal auditor makes a brief 


survey of the field to be covered, finds out what has previously been covered 


where weaknesses 


existed, and draws up a broad outline of what he thinks he can cover in 
the allotted time. In the case of new jobs, the proposed work schedule is 


As each job progresses a schedule of work done is compiled, and upon 
conclusion the internal auditor makes a note for the succeeding auditor of 
any matters which he considers merit attention but has not had time to 
cover. The schedule of work done is discussed with Chief Internal Auditor 


time to time visit 
proposed audit or 


to discuss matters with the Internal Auditor, thus keeping abreast of the 
various problems affecting both the Internal Audit Department and the 


The Internal Auditor discusses his findings in detail with the appro- 


nent audited, gen- 


erally in less detail. All points raised are discussed, even though some of 


discussions are as 


helpful as possible, and the aim is always to convince officials that the audit 
is for their benefit, care being taken to avoid giving the impression that 


in the appropriate 


there is disagree- 
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ment on an observation even after discussions, the facts are carefully re- 
corded on file and subsequent references in reports draw attention to the 
measure of disagreement. 


Findings and official reactions are discussed by the Chief Internal Audi- 
tor with the Internal Auditor. With particular regard to the comparatively 
rare cases of disagreement, Chief Internal Auditor may himself further dis- 
cuss the point with the department concerned or may have the point carried 
over until the next audit, for the next internal auditor to review. 


RECOMMENDATIONS 


Recommendations arising from audit are scheduled separately, and con- 
sist merely of the recommendations without explanatory memoranda. | 
said that all points are discussed in detail, and there are working papers 
on file supporting recommendations. Following discussions the actual word- 
ing of each recommendation is agreed with the officials concerned who as 
a result know fully the story behind the recommendation, 


In turn the recommendation as submitted with the report is cross- 
referred to the audit note, so that should any recommendation be queried 
by anyone, the audit note is available in the audit office, extracts of the 
note being forwarded as required. This arrangement has very materially 
shortened audit reports, and in fact it is only very rarely that extracts of 
working papers are called for. 


The audit reports being held on file by audit subject, it is a fairly easy 
matter to check whether any of the recommendations currently submitted 
have been previously proposed and later recorded as implemented. Where 
this is found to have happened, the facts are ascertained and an observa- 
tion may be submitted. 


FOLLOW-UP OF PREVIOUS AUDIT RECOMMENDATIONS 

We attach great importance to the follow-up of audit recommendations. 
Some internal auditors may start an audit by clearing previous recom- 
mendations, whilst others may clear these as the audit progresses. Which- 
ever method is adopted, normally the first working paper on file shows 
specifically which recommendations have been implemented and which 
have not, with reasons. In the event that a recommendation already made 
is found unacceptable, the matter is discussed with Chief Internal Auditor 
as to whether the said recommendation shall be reiterated or withdrawn. 


REPORTS 
Reports are invariably in writing even though the matters raised may 
have been advised to those concerned verbally. Reports are normally ad- 
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dressed to the senior official of the department under audit. Where more 
than one department is concerned, as may be the case in functional audits, 
the same report is forwarded to the senior officials of all concerned de- 
partments. Reports are copied to Financial Comptroller or Chief Accountant 
or as appropriate, and the Statutory Auditors. Officials’ reactions to com- 
ments are not generally included in the report. 


A standard report form has been devised which materially reduces re- 
port writing time, and possibly of more importance, reading time, for our 
aim is to record the audit conclusions on the first page of the report. 


The report is in four basic paragraphs—Introduction—Report on the 
action accorded to previous audit recommendations— Material Observations 
—and Conclusions. The report is usually supported by two appendices, one 
listing the audit recommendations, the other listing the work done. 


In the Introduction is included the officials by title with whom the audit 
findings were discussed and any other matters of importance concerning 
the audit. Observations are only submitted when it is considered really 
necessary to amplify an audit recommendation, or where it is desirable to 
draw attention to some matter which, however, does not warrant the sub- 
mission of a recommendation. As, for example, a single serious error due 
to negligence, When observations are lengthy, these are incorporated in a 
second part of the report. Conclusions are quite short but must include 
reference to the state of the records and adequacy and implementation of 
internal checks. 


The report is drafted by the Internal Auditor in charge of the audit, 
edited and signed by the Chief Internal Auditor. Any amendments con- 
sidered necessary by Chief Internal Auditor are fully discussed with the 
Internal Auditor concerned before the report is typed in final. 


WORKING PAPERS 


For each audit subject there is a master file containing permanent in- 
formation of use on each audit, the office copies of previous reports includ- 
ing recommendations and schedules of work done and all correspondence 
relating to the audit. Notes to the next auditor from Chief Internal Auditor, 
the previous internal auditor, etc. are also placed on this file. 


The working papers for each audit are on separate files, the files being 
held under report reference number. Working papers are numbered and 
indexed. There is no set pattern for working papers, nor is there a re- 
quirement that there shall be a working paper on any particular subject. 
Obviously audit comments and recommendations are supported by work- 
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ing papers so that in the event of there being a challenge the facts are 
available. This is most important, for when they do arise, queries normally 
occur when the internal auditor concerned is in some other part of the 
world. 


Master files are not allowed out of the audit office, Internal Auditors 
being required to make such extracts as may be necessary before proceeding 
to take up an audit. Working paper files, on which there is also an office 
copy of the report, may be taken by the Internal Auditor to the place of 
audit. 


OFFICE ROUTINE 

Each member of the audit staff is required to keep a diary which is 
available in the office when staff are away from base. A time sheet is re- 
quired each month, separating U.K. time from overseas time, and record- 
ing times on jobs in accordance with the official job designations. 


These time sheets are summarized by job and staff member, job time 
cards are maintained, and for each staff member a card is held showing the 
jobs he has been working on, Both these pieces of information are of vital 
need when preparing the six monthly programs. 


A complete set of all published instructions, such as Accounting In- 
structions, Staff Notices, Organization Manuals, etc., is kept in the audit 
library and maintained up to date by the audit office staff. A fairly compre- 
hensive technical library is maintained available to all audit staff, and 
various technical periodicals are circulated. 

The audit office staff is also responsible for arranging air travel book- 
ings and hotel accommodation to meet the requirements of the program— 
also for obtaining the necessary passports, visas, health documents, and 
foreign currency. For these reasons alone, a comprehensive program is 
an essential. 


STORES AUDIT 
You may perhaps have wondered why it is considered necessary to have 
separate Stores Audit Teams both for the U.K. and Overseas. 


This organization holds considerable stocks of spare parts, not of course 
for re-sale, but for the servicing of its own aircraft. Large stocks are held 
at the Maintenance base in the U.K., and quite substantial stocks are located 
throughout the world wherever the aircraft are required to operate. 

As spare parts are held solely for our own servicing requirements, it is 
only considered necessary for there to be a physical control, consumption 
being accounted for on a statistical basis. 
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Full time stock checkers are employed in the U.K. as part of the in- 
ternal check under the control of the Stores Officials, and a checking pro 
gram is laid down for overseas locations. The Stores Audit teams are re 
quired to review constantly the application of prescribed internal checks, 
such as the frequencies of check, the treatment of discrepancies, and make 
recommendations for improvements as appropriate. 


There being stock checkers in the U.K., it is not normally considered 
necessary for the Stores Audit to carry out physical checks. However, regu- 
lar checks are made overseas—the programing and reporting of these visits 
following a similar pattern to that already outlined. 


STATUTORY AUDITORS 


This organization has statutory auditors, who in turn have appointed 
their representatives at many points overseas. Chief Internal Auditor for 
wards a copy of the six monthly program to the statutory auditors for 
their information. The statutory auditors notify their overseas representa 
tives of proposed audit visits in their areas. Usually some days before the 
commencement of a six monthly program a representative of the statutory 
auditors visits Chief Internal Auditor and discusses the proposed U.K 
internal audits. 


Overseas it is customary for the Internal Auditor to visit the repre- 
sentative of the statutory auditors and discuss the proposed audit in general 
terms. Upon conclusion, the internal auditor advises his findings to the 
representative. 


A copy of every audit report is addressed to the statutory auditors, but 
follow-up correspondence is not copied to them unless a matter specifically 
concerning them is involved. 


Both in the U.K. and overseas every endeavor is made to avoid dupli- 
cation of detail work, and reasonable working arrangements have been 
agreed in a number of respects, particularly with regard to payroll matters 


INVESTIGATIONS AND OTHER MATTERS 


The Internal Audit Department is occasionally called upon to provide 
staff for financial investigations, as for example the examination of a con 
tractor’s books for the verification of charges rendered. 


Standing Orders require that a copy of any report on the discovery of 
irregularities be passed to the Chief Internal Auditor, and on financial 
matters it is usual for Internal Audit to carry out any necessary investi 
gation. 
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From time to time Chief Internal Auditor is asked to provide staff for 
the temporary replacement of overseas accountants during leave or sickness 
The experience gained by the internal audit staff in this way is so valuable 
that these requests are always met even at the risk of considerably dis- 
organizing the six monthly program, 


Internal audit staff are usually considered by management when va- 
cancies fall to be filled, and several members of the executive staff have 
been selected from the ranks of the Internal Audit Department. Similarly 
when vacancies occur in the internal audit department, staff available with- 
in the organization are considered, and usually a suitable applicant is found 
for the senior or junior assistant posts. 


CONCLUSIONS 


That, then, is my rather broadly painted picture of Internal Audit in 
the organization for which I work. 


If you think that we allow too much freedom of thought and work to 
the Internal Auditors, you should bear in mind that we cannot have two 
different approaches, one for U.K. and the other for Overseas, and Over- 
seas we expect our Internal Auditors to complete a satisfactory audit in 
a pre-determined time. To achieve this we believe that we must allow the 
considerable freedom that we do. 


Although I say it myself, I think in practice it works quite well. 




















FRAUD IN BUSINESS AND ITS 
CONTROL* 


By HENRY BRODISH 


Underwriting Supervisor, State Automobile Mutual Insurance Company 


ROTECTION against embezzlement requires a good system of in- 

ternal control (supplemented by an independent audit) plus fidelity 
insurance. Neither one can take the place of the other. Controls make fraud 
difficult, but not impossible. Therefore, fidelity insurance is needed to pro- 
vide sufficient protection against the frauds which may not be detected in 
time to prevent loss. Fidelity insurance, on the other hand, can never re- 
place adequate control. Without adequate control, losses may go undis- 
covered until they exceed the fidelity insurance. 


Here are some of the results of a good system of internal control: 


1. Fraud is discouraged because the potential embezzler is aware of the 
greater odds against indefinitely concealing his acts. 


2. Fraud is more likely to be detected in its early stages 


3. The cost of dishonesty insurance will be kept at a minimum through 
experience rating and over-all low loss level. 


4. Adequate controls will make the risk more desirable for fidelity in- 
surance. Inadequate controls may make the risk uninsurable. 


uw 


The data you use in making business decisions will be more reliable. 


A good system of control for one business might not be good for another. 
Size and other factors will determine the system best suited for the business. 
Many of the controls that can be used to good advantage in a large com- 
pany are not possible in a smaller enterprise. On the other hand, the pro- 
prietor of a small business is able to use certain methods of personal ob- 
servation and checking that would not be feasible in a large concern. 


Here are some of the elements of internal control which are recom- 
mended and should probably be suggested, whether a business is large or 
small : 


1. A plan of organization that clearly establishes lines of authority and 
responsibility. One of the fundamental principles is that accounting 
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functions must be separated as much as possible from operating 
functions. 


2. A chart of accounts for the classification of data in a way that will 
help to produce consistent and meaningful reports. 


3. Records and forms designed to be easily understood and to show 
clearly whether control procedures have been followed. 


4. Sound practices, such as division of duties so that one person will 
not handle a transaction from the beginning. 


5. Personnel selection and training which will tend to eliminate appli- 
cants of poor character and to encourage faithful observance of 
established procedures, 


6. Supervision and enforcement of the plan. 


Many companies that have been defrauded over a considerable period 
of time thought they had an adequate system of internal control. What 
happened was that the system had broken down at some point because of 
the difference between theory and practice. 


The lesson to be learned is that any system of internal control requires 
periodic checking to make certain that the system is working. There should 
be a review of the system once a year. 


\ number of examples will be given of embezzlements which resulted 
from the lack of proper controls. They are typical of many real situations 
Their purpose is to alert you to possible dangers. No attempt is made to 
cover the subject completely or to provide a handbook that will enable you 
to set up a complete system of internal control, as it may not apply to all 
business enterprises ; however, the following should be of some assistance. 


CASH RECEIPTS 


Currency and checks are especially tempting to the dishonest employee 
if he thinks he can put them to his own use without being caught. 


For example, a parts clerk for an appliance distributor pocketed much 
of the cash received from buyers of service parts for more than a year. Al- 
though he was required to make out sales slips, he simply destroyed the 
duplicate copies. No one discovered this because the sales slips were not 
numbered. Another chance to detect the theft was missed because this same 
clerk maintained the inventory records. The discovery finally occurred be- 
cause the clerk happened to be at lunch one day when the office manager 
wanted some information on the price and quantity of a part. Looking 
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through the inventory records and finding a rather common type of bolt 
priced at $5.50 he began to suspect the fraud. 


Some of the guards against embezzlements of cash receipts would be as 
follows : 
1. Prenumber all sales slips. 


2. The person who handles sales should have some other person check 


the balance of the day’s cash against sales slips or cash register tape. 
3. Daily receipts should be promptly deposited. 
4. Cash receipts should be checked against duplicate deposit tickets. 


5. Bank statements should be reconciled by a different employee than 
one who has access to cash or to records of cash transaction. 


ACCOUNTS RECEIVABLE 


Here are situations that provide opportunities for fraud in connection 
with accounts receivable. 


1. The same person opens the mail and posts incoming checks to 
accounts receivable. 


2. Statements of customers accounts are prepared and mailed, without 
independent checking, by the accounts receivable bookkeeper. 


3. Customers are not asked to confirm their balances to someone other 
than the cashier or bookkeeper. 


4. Customers’ questions about their accounts are handled by the same 
person who posts accounts receivable. 


A favorite trick of embezzlers is “lapping.” One firm lost more than 
$300,000 through the use of this technique by one employee. Here is how 
it usually works: 


The dishonest employee steals from incoming payments by customers. 
This results in a shortage in one or more accounts. He later covers this 
with remittances from other customers, The shortage is always there, but 
not in the same account. When an audit is made, he may try to hide the 
shortage by having a check drawn for transfer of funds from one bank to 
another. He deposits the check on the last day of the year, but he carries 
it on the books as a credit to the short account. The check doesn’t clear 
until after the year’s end, of course, and when it does he offsets it by borrow- 
ing again from a customer’s account. 
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CASH DISBURSEMENTS 


Outgoing payments are as inviting to an embezzler as incoming ones. 
An interesting case involved a bookkeeper who forged a number of checks 
to his own order. For each forged check, however, he prepared a check in 
the same amount to the order of a creditor and presented it, with the credi- 
tor’s bill, to the signing official. The bill was one that had already been paid, 
but as it was slightly altered the signing official did not recognize it, and 
the check was signed. The bookkeeper kept the signed check, forged an 
endorsement, cancelled it with a perforation stamp, and kept it until the 
bank statement came to him. He then substituted this especially prepared 
check for the one which he forged to his own order. 


This operation was repeated many times until the bank happened to get 
one of his forged checks on which the amount in words did not agree with 
the figures. The bank called the treasurer of the company to ask the correct 
amount of the check made out to the bookkeeper. The treasurer was 
astounded that such a check existed. Thus ended a scheme that should have 
been stopped before it began. This type of fraud and others are possible if: 


1. Blank checks are not prenumbered and carefully safeguarded. 
2. Signed checks are returned for mailing to the one who prepared them. 


3. Bills and supporting papers are not cancelled by the signing official 
to prevent re-use. 


4. Bank statements are received by an employee who also handles cash 
or checks. 


PURCHASES 


The chief accountant of a food processing company embezzled more 
than $25,000 during a three-year period. He prepared bills on the printed 
forms of an imaginary company for nonexistent shipments of glass con- 
tainers. After forging the initials of the purchasing agent, he presented the 
bill along with a check to be signed by the treasurer. The signed check 
went to the address on the bill, a place where the chief accountant had 
arranged to pick up mail. When he received the check, he deposited it in a 
bank account he had established for the imaginary supplier. Later he drew 
off the funds to his personal account. 


There are many kinds of fraud in connection with purchases; you may 
be inviting loss if any of the following situations exist : 


1. Payments are made without proof that goods have been received. 
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2. Bills are not compared with requisitions and/or purchase orders. 


3. Materials purchased are not reconciled with inventory and materials 
used in production. 


PETTY CASH 


Stealing from petty cash can be made rather difficult if simple precau- 
tions are taken. Frequently there are laxities which make it easy. A girl 
who had charge of the petiy cash of a concern dipped in the till for $100.00 
at a time, merely by the stroke of a pencil. When the salesman gave her a 
slip made out for $75.00 to be used for travel or entertainment, she turned 
it into $175.00 with a single stroke. She handed the salesman his $75.00 
and put $100.00 in her purse. 


Later she began to insert twos instead of ones, increasing her take to 
$200.00 on each slip, but the alteration became more obvious and led to her 
exposure. 


Here are some of the common practices which make it easy for an 
employee to steal petty cash: 
1. Figures only are used, instead of writing the amount in words as 
on a check, 
2. Slips are written in pencil rather than ink. 
3. Slips are not adequately checked before reimbursement and can- 
celled to prevent re-use. 


PAYROLL 


The paymaster of a large food concern stole more than $200,000 from 
the payroll in a series of frauds continuing about 15 years. Two signatures 
were required on all paychecks, but one signature was the paymaster’s and 
the other was the controller's signature imprinted from a plate in the cus- 
tody of the paymaster. His technique was to mark “vacation” falsely on a 
time card, place the two signatures on a vacation check for the employee, 
and cash the check by forging the endorsement. 


Here are some of the common practices which facilitate payroll fraud: 


1. Persons preparing payroll also handle cash. 


2. Attendance records are not maintained independently of the persons 


who prepare the payroll. 
3. Checks are signed by someone who also has a part in preparing the 
payroll. 
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4. Cancelled checks are not carefully examined for comparison of en- 
dorsements with signatures in the employment records, 


INVENTORIES 


Although cash and checks are especially tempting, the dishonest em- 
ployee also covets merchandise which can be turned into cash. 


Small objects are often carried out on the employee's person, but large 
thefts may be on a highly organized basis. 


The following case is a very amusing one of theft by employees. 


A few months before Pearl Harbor, when the honest folk of these United 
States worked with might and main to make this country the Arsenal of 
Democracy, the head of one of our great war plants wanted a publicity 
picture of the thousands of workmen coming out of the main gate of his 
plant at quitting time. 


To achieve the mass effect, the gates were locked. Camera men were 
placed in the watchman’s tower and the more important of the company 
officials were down front where they would show up well in the picture. 
The thousands of workmen, however, did not know what it was all about. 
Soon the rumor was passed that the F.B.1. was going to search all of them 
for stolen parts and tools. The picture was taken, the gates were opened, 
and the crowd left for home. On the ground, where the workmen had been 
standing, were more than four thousand items of tools, parts, scrap, soap 
and even a 15 pound sledge hammer. All left by good, honest workingmen 
who had intended to take these articles from the plant without permission. 


An eastern manufacturer found goods worth approximately $10,000 
each month were disappearing from the inventory. It was discovered that 
the general plant foreman was the leader of a gang of a dozen employees 
who carried out some of the items on their persons, slipped others into 
trucks along with the company’s regular shipments, and transported still 
others in a truck that was brought to the plant at night. 


There is serious danger of thefts from the inventory if: 

1. Physical inventories are not taken periodically and reconciled with 
perpetual inventory records. 

2. The same person who maintains perpetual inventory records also 
takes physical inventory. 


w 


An adequate plant security system is not in effect. 


Employees are allowed to regard “petty thievery” as a trivial matter. 
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SECURITIES 


More than $800,000 was stolen by a trusted official through the manipu- 
lation of securities. He happened to be a bank official who was the treasurer 
of a charity, but the same thing can occur when a man is an official of 
more than one company. The bank official knew that the bank had bought 
certain bonds. He had the charity buy an identical amount of the same 
bonds, but the bond numbers he reported to the charity were the ones on 
the bank’s bonds. He then sold the charity’s bonds and kept the proceeds. 
When the charity was audited he transferred the bonds from the bank vault 
to the charity’s vault until after the audit. This continued until he died and 
was no longer able to carry the bonds back and forth. 


Among the situations which may lead to embezzlement of securities are 
these: 


1. An individual is able to remove securities from their place of safe- 
keeping without any other person being present. 


2. Securities are not registered by the company. 


3. Records of securities are kept by the same person who has custody 
of the securities. 


THE HUMAN FACTOR 


Just what it is about some people that makes us say, “He has an honest 
face,” is hard to define. Actually there is not much point in defining it, 
because the experts have proved there is no such thing as an honest face. 


No system can be any better than the human beings in it. A good 
system of internal control, therefore, requires good personnel practices. 
The character of all applicants should be investigated, particularly in con- 
nection with the positions which provide the greatest opportunity for fraud. 
The training of employees is extremely important in maintaining good 
internal control. 


WHY DISHONESTY INSURANCE 


A system of internal control can make embezzling difficult but not 
impossible. Although good control will discourage many potential em- 
bezzlers and often expose fraud in its early stages, there is still the danger 
of loss due to collusion or steal-and-run fraud. 


People steal. They always have. They always will. There is, in truth, 
no absolute deterrent that operates against the human craving for some- 
thing for nothing. The danger of embezzlement. exists because of three 
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underlying factors: the intent or desire to steal; the opportunity to steal; 
and the ingenuity of the embezzlers. Opportunity may be reduced by sound 
accounting practices and internal control, but the ingenuity of dishonest 
employees in circumventing such practices should not be underestimated. 
The unknown factor, the employee’s intent or desire to steal, is an unpre- 
dictable human element that is normally beyond the employer’s knowledge 
or control, 


That is where fidelity or honesty insurance, as a secondary line of pro- 
tection, comes into the picture. 


The average business firm relies upon a number of physical safeguards. 
It has a formidable safe or vault, a corporal’s guard or watchman, grills and 
ironwork at strategic locations, and it usually also carries burglary and 
robbery insurance. It has sprinkler systems and immediately available fire 
fighting equipment, and it carries fire insurance. 


But what about its friendly enemies, the employees who may have been 
with the firm for decades and yet are, in effect, pretty much strangers? 
What real assurance is there that an honest employee today may not turn 
crook. tomorrow? What deficits live uncovered among the firm’s altered 
records? When will the moment arrive, of revelation, of dishonesty that 
will bring this firm its train of impaired credit, personnel readjustment, 
unfavorable publicity and in some cases financial ruin? 


I have previously stressed that a prime necessity for a business firm is 
an adequate and modern system of internal control periodically reviewed 
by professional auditing. 


A second basic necessity for the firm is fidelity or honesty insurance to 
guard against financial loss through employee fraud. 


Several years ago a surety company conducted an extensive survey 
among more than 20,000 business proprietors and executives which re- 
vealed quite conclusively that approximately 90 per cent of businesses 
eligible for fidelity or honesty insurance coverage carried none whatever, 
even on key personnel. More than 25,000 claims are filed annually against 
surety companies because of employee defalcations; that total represents 
only those losses covered or partly covered by fidelity bonds. 


The annual dollar loss has been estimated by independent authorities at 
over $400,000,000, and of this aggregate amount but a fraction is bonded 


The fidelity bond, or dishonesty insurance, is a guarantee up to a cer- 
tain stipulated amount against financial loss caused by employee dishonesty, 
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The purpose of the bond is to indemnify the firm for loss of money or 
other property occasioned by dishonest acts of its bonded employees. The 
bond covers all fraudulent or dishonest acts, including larceny, theft, em- 
bezzlement, forgery, misappropriation, wrongful abstraction or willful mis- 
application, committed by employees acting alone or in collusion. 


Whether or not an employee has access to the firm's funds, and whether 
or not he is authorized to buy, sell, ship or store goods, he should be bonded 
in an amount calculated to offset potential thefts. The larger the firm’s 
assets and the greater the turnover in volume of business, the more prob- 
able that a large loss or series of losses may be concealed over a long period, 
consequently the more urgent it is that the firm safeguard against such 
losses through fidelity bond protection and good internal control. 


Various forms of fidelity insurance are available to meet the require- 
ments of any commercial firm, whether large, medium or small. There is, 
to begin with, the Individual or Name Schedule Bond, which can be pur- 
chased by a firm with only one or two employees. 


If there are several bondable employees, the Position Schedule Bond, 
which provides protection against the dishonest acts of employees while 
occupying the positions listed om the schedule and in the amounts stipulated 
opposite each position, may be used. The bond covers the employee occupy- 
ing the position; thus if the employee occupying the position is replaced, 





the new employee is automatically covered and no change need be made, 
regardless of the number of individuals who may succeed each other in that 
position during the term of the bond. 


If there area large number of employ ees to be bonded, a blanket fidelity 
bond is recommended, of which there are two forms: the Commercial 
Blanket Bond and the Blanket Position Bond. 

The Commercial Blanket Bond covers all officers and en:ployees collec- 
tively, and in the event of a loss, regardless of whether one or more em- 





ployees are involved, the aggregate amount collectible is the penalty of the 
bond. This form is issued in a minimum penalty of $10,000 and has no 
' maximum or ceiling. 


The Blanket Position Bond also covers all employees, but in the event 

of a loss, the bond penalty applies to each identifiable employee involved in 

t the loss. This bond runs from a minimum penalty of $2500 to no maximum. 
Both forms of bonds automatically cover all new employees during the 


. term of the bond without notice to the company and without additional 
premium charge for the term of the bond. 
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INDIRECT BENEFITS 


Insureds frequently bond their personnel not solely because of the re- 
imbursement feature, but because through their surety companies investi- 
gation service is available which uncovers the history of dishonesty of new 
employees. 


As for the employees qualifying for the bond, they know they have the 
endorsement of the surety company which bonds them and consequently 
the increased confidence of their employer. They also are aware that if they 
default they must answer to 2n impersonal surety company for their de- 
falcations, and this understanding has frequently deterred a bonded em- 
ployee from taking his first mis-step. Adding up all these factors, the fidelity 
bond assumes an essetitial role, along with internal control and the inde- 
pendent audit in proper management and in influencing efficient and honest 
employee performance. 


The accountant or auditor, while he is primarily concerned with auditing 
his client’s books and records, frequently is expected because of his profes- 
sional skill and business judgment to express opinions or to give advice 
leading to the improvement of the client’s business methods, His familiarity 
with the client’s financial operations warrants advancing such suggestions 
where their need is indicated. One of the most pertinent he may offer con- 
cerns the proper protection, through fidelity bonds, against loss caused by 
dishonest acts of officers or employees. Frequently it is the accountant or 
auditor who discovers a concealed employee embezzlement, and it is his 
responsibility to expose the defalcation to the proper authorities. He is also 
in an excellent position to proffer advice which would provide greater pro- 
tection to his client through adequate bonding safeguards against employee 
dishonesty. The functions of public accountants and surety companies are 
to a degree complementary. Surety companies realize that fidelity bonds 
are not a substitute for public accounting. Accountants, on the other hand, 
appreciate that audits do not necessarily prevent employee dishonesty losses. 
The mutual interest of both surety companies and accountants in a concern’s 
financial protection is so obvious, therefore, that it requires no further 
emphasis. 


Fundamentally, human beings are honest. However, when a person is 
entrusted with the care and custody of bonds, money, securities or valuable 
property, circumstances may result in temptation to temporarily appropriate 
some of the money or securities entrusted to him. Circumstances vary from 
demands due to family requirements, sickness or otherwise to the ever 
present temptation of fast women, slow horses and gambling. It is therefore 
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advisable for any employer, regardless of size or type of business involved, 
to purchase property indemnity against losses through dishonest acts of 
persons in his employ. 


Some wise man said that every man is three persons; he is the man 


God knows him to be; he is what he himself thinks he is; he is what every- 
body else thinks he is. The bond underwriter can examine only the man 
that everybody thinks he is. By and large, it has proved to be a profitable 
method, at least for the surety companies. 
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REMINISCENCES OF PROFESSIONAL AND INTERNAL 
AUDITING 


By W. R. ANDERSON, F.ACCA,, A.C.LS. 


IKE most youngsters straight from school I found the business en- 

vironment of my first job very strange and new and, in consequence, 
some of the impressions of those early days have remained with me. In 
particular, 1 remember how | conc'uded that the people around me fell into 
two broad groups—three, if auditors are included. 


THE TELLER AND THE DOERS 


There were those who told others what to do and those who did the 
doing. The auditors were different from those who made up the two groups 
—different in the sense that their grouping was indeterminable. They never 
told anyone what to do; neither, as far as I can remember, did they ever 
appear to “do” themselves. By their conversation they seemed to be part of 
the office: they knew wlhiere the books were kept and they knew the staff 
by name; further, they seemed to be on the very best of terms with the 
office manager. Yet in spite of this most cordial relationship they were be- 
ings apart. It was noticeable, too, that they were not encouraged to join in 
the office banter ; on the contrary, they were treated with much respect. 


It was not possible to see what the auditors did because they always 
used the “quiet room” adjoining the boardroom. The main feature of this 
room was its huge table in the centre which occupied much of the floor 
space—there were also one or two other desks. A fact which mystified me 
at the time was the absence of a personal working place for each of th 
auditors. They had neither desks nor an allocated space at the big table 
\lthough their visits were frequent and fairly regular, they were not con 
stant attenders and when they were not present there was nothing in the 
“quiet room” to associate it with them, 


In common with others of my age I entertained a great deal of curiosity 
about the comings and goings of staff, particularly the seniors, and I could 
not help noticing that the auditors always arrived after the office had started 
its daily routine and invariably left before the official closing hour. These 
auditors must have made quite an impression because I decided then that 
theirs was the type of job to aim for. It had an air about it of being some 
thing different, possibly some sort of privileged occupation. In any event, 
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the auditors I had seen were always well turned out and they appeared 
to be reasonably prosperous—the issue was decided. 


As the months passed and I absorbed the rudiments of office work, 
learned something about business and made progress with my professional 
studies, I realized that the purpose of the auditors’ attendances was to verify 
share transactions and to examine various books of account. My interest 
in auditing, stimulated by study, continued and in due course I joined the 
audit staff of a city firm of chartered accountants. 


Joining formalities on my first day were quickly and simply completed. 
I met my future colleagues, was shown the common room and was given a 
leather-bound diary. (I learned also that the firm expected its staff to wear 
a hat.) Office hours were from nine-thirty until five-thirty, with a very 
liberal twenty minutes’ grace given to late arrivals in the morning. In addi- 
tion each member of the staff was allowed one Saturday morning off in 
every month. Needless to say, these hours were considerably shorter than 
those I had known previously and I soon fell into the routine—the nine 
forty-five arrival, followed by coffee with my colleagues in a nearby café 
en route to a client’s office, where we usually arrived at about ten o'clock. 
In those days whenever a client's premises were within walking distance, 
it was customary to report in at the office first. 


“THE GENTLEMEN OF THE STAFF” 


The office was quite extensive and occupied more than one floor. Most 
of the interior glazing was opaque so that the occupants of the private 
offices enjoyed absolute privacy. There was, however, a tiny piece of clear 
glazing in-each door which enabled those seeking audience to determine 
before entry whether the occupant was engaged. Throughout the office 
there was an ever-present atmosphere of courtesy, quiet and leisureliness. 
Even staff notices were addressed to “The Gentlemen of the Staff.” There 
was no rushing along corridors, no managers calling for juniors and, above 
all, no incessantly loud telephone conversations by salesmen and others, 
made, I used to believe, not for the benefit of the individual at the other end 
of the line, but for the benefit of staff in adjoining rooms. In short, this office 
had an air of academic peace. 


Auditing was an easy-going business, but full of interest, The senior 
staff not only told their assistants what to do, but also how to do it. In 
addition they explained the purpose of the work in hand; a refreshing 
change from earlier experiences, and most instructive. Occasionally there 
would be periods between audits when the more junior staff would have 
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nothing to do. In the time diaries these periods were identified as “un- 
employed” ; (a rather harsh term, I used to think, when there was then so 
much real unemployment in the country). Unemployed time was passed in 
the office and devoted to private study. The audit staff was large and in 
consequence only the very senior auditors had desks of their own. The 
remainder shared desks in the common room. As the bulk of the auditing 
was carried out on clients’ premises, this was an economic and sensible 
arrangement. 


Working conditions at clients’ premises varied tremendously. Some- 
times we worked in the boardroom, undoubtedly because this was the only 
room not in constant occupation. On other occasions we used unoccupied 
desks in the general office. A few of the larger concerns were able to set 
aside a room for our exclusive use—an arrangement most satisfactory to 
both client and auditor. Some of the City offices were dingy indeed. Their 
poor lighting, inadequate hygiene arrangements, uncomfortable stools and 
sloping desks made them unpopular with the audit staff. 


THE AUDITOR AND THE AUDITED 


The relationship between auditor and the audited is always well worthy 
of study. Although a client’s staff is invariably helpful and friendly, this 
friendliness is usually tinged with the kind of reserve ever present between 
inspectors and those to be inspected. It is due no doubt to the fear that 
the auditor may find a mistake. With this in mind, I would ensure that all 
mistakes found were placed in their correct perspective, not only with the 
individuals who made the mistake but also with their superiors. Sometimes 
we recommended improvements to procedures, but this was by way of 
being a by-product of auditing on which little or no emphasis was placed 
unless, of course, it improved internal check or security. 


Although I worked on a variety of audits including shipping, manu- 
facturing, trading and finance companies, I can recall only two concerns 
which produced some form of management accounts and both were manu- 
facturing companies. None of the firms I visited used punched-card ac- 
counting equipment, although a number did use book-keeping machines, 


When I returned to the office after war service a few changes had taken 
place. A five-day week was being worked and the audit staff went directly 
to the clients’ offices ; this certainly meant an earlier appearance at offices 
within walking distance. But the greatest change was the use now being 
made of machines to eliminate the drudgery of manual casting and calcu- 
lation. Apart from this the work routine was much the same. After a few 
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months I came to the conclusion rather reluctantly that 1 must move. But 
to what? I had acquired valuable experience in the art of auditing and in 
the study of commerce and industry. 1 had worked for a firm which main- 
tained high professional standards and I had grown accustomed to working 
with skilled and competent colleagues. All in all a most satisfying and en- 
lightening experience. 


FROM PROFESSIONAL TO INTERNAL AUDITING 


Eventually I left to join the internal audit staff of a company operating 
internationally and, in so doing, turned from professional auditing to in- 
ternal auditing. The new environment was significant of the early post-war 
era—long hours and hard work. Gone were the comfortable City hours ; the 
tempo was faster and there was certainly no time at all which could possibly 
be described as unemployed. There was far more travelling, not only in 
the United Kingdom but also to the Continent. Incidentally, the glamour 
and novelty of travelling abroad soon wears off and each visit becomes just 
another job. 


Sasically there is little difference between the auditing practice of an 
internal audit branch and that of a professional office. What difference 
there is lies in scope rather than technique. The internal auditor is con- 
cerned more with detail and becomes an expert in systems and procedures, 
and in due course he has a greater knowledge of them than he ever had in 
a professional capacity. On the other hand, he *: :o longer directly con- 
cerned with financial accounts and future financial policy; these are the 
prerogative of the executive accountant and his professional advisors. It is 
the internal auditor’s duty to implement formulated policy and to ensure 
that principles are adhered to. In doing so he learns, auite apart from legal 
considerations, that an internal audit can never be a substitute for a pro- 
fessional audit, 


If an internal audit branch is to fulfil its purpose, it must not deterior- 
ate into an additional form of internal check. It should therefore be managed 
on quasi-professional lines and every attempt made to achieve and maintain 
the best professional standards in work and conduct. Because internal audit 
staff are employees of an undertaking, and in consequence have a direct 
and real interest in its progress, they must be imbued with that sense of 
independence which will enable them to take a detached view of the organi- 
zation of which they are part. 


As an internal auditor I found myself in much closer contact with other 
departments than the professional auditors and, once again, I experienced 
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friendliness tinged with reserve. This attitude is taken partly because the 
activities of internal auditors are not always understood—too often they 
are assumed to be restricted solely to the verification of cash and stores— 
and partly because the internal auditor reports direct to top management 
or board level. This reserve can be overcome if a policy of full information 
is adopted ; which means that the purpose of the audit should be explained 
to the manager of a unit about to be audited. Some indication of the work 
to be carried out should be given and the manager should be invited to 
state whether he would like special attention paid to any particular aspect. 
The audit should be rounded off by constructive, fair and objective re- 
porting. 


It was not until 1 became head of an internal audit branch that I en- 
countered some of the problems of management. As an internal auditor | 
had been responsible technically and administratively for the assistants 
working with me, but only in so far as their work on the audit was con- 
cerned. As manager, I became responsible for the administration of the 
branch as well as for its technical function. Like all other branches in the 
organization it was subject to budgetary control. Budgets were prepared 
annually and, for this purpose, an audit plan was an obvious prerequisite. 
This annual exercise in forward planning proved to be invaluable because, 
quite apart from the purely budgetary requirement, it provided a review of 
the internal audit commitment, and an assessment of the means by which 
this commitment could be met. In addition it enabled consideration to be 
given to the relative values of each part of the audit. 


AUDIT PROGRAMS 


To facilitate technical control and to eliminate wasted effort that might 
otherwise be concealed, the over-all audit was broken down into nearly 100 
audits. Each audit had its own program, or shared a program common to 
other audits. The difficulty in compiling a forward audit plan is not what 
to put in, but what to leave out. Although prepared some time in advance 
of implementation, the plan, amended from time to time to meet changing 
circumstances, was always retained as the work basis. It was flexible, and 
that was important. In practice I always found my forward plan to be on 
the optimistic side, with the result that the branch always had plenty of 
work in hand, Time spent on administration was kept to the minimum. 
A simple analysis of audit time was kept by each member of the staff in 
diaries provided for the purpose. The staff prepared a monthly summary of 
time spent from which time and cost records were written up. Staff ad- 
ministration included recruitment, gradings, working conditions, welfare, 
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and membership as a management representative on a joint consultative 
local panel. 


Internal audit reports differ from the normal run of professional reports 
in that they are neithe: overshadowed by statutory requirements nor con- 
fined by terms of appointment. An internal auditor has more licence and, 
in consequence, he is able to make a real contribution to management if his 
reports include comments on accounting and administrative procedures. In 
my view this aspect of internal auditing compensates to some degree for 
the absence of final accounts and other professional work. 


The report is the end product of the internal auditor’s efforts and the 
efficacy of an internal audit branch is judged by its content and standard. 
It is important, therefore, to ensure that these reports are well written. 
They must also be submitted without delay because the value of an un- 
submitted report deteriorates with time. Report writing should be an 
essential in the training of internal audit staff. If this is done it should be 
possible for an auditor in charge of an audit to make a report to manage- 





ment level promptly. He can then confirm verbal recommendations, pro- 
vide additional information and make his recommendations whilst the audit 
is still fresh in mind. All this can be accomplished without waiting for his 
chief to review and assess the audit. 


On the completion of each audit under my control a detailed report 
was compiled for submission, with the working schedules, to me as head 
of the internal audit branch. This formed the basis of the report by the 
auditor to managerial level. That to top management was submitted by me 
after the manager concerned had acknowledged the report made to him. The 

essence of the top management report was brevity. 


THE CHANGE TO EXECUTIVE ACCOUNTING 


Internal auditing can become narrow in outlook and limited in practice, 
| and this is not generally realized until a change is made to executive ac- 
i counting. By its nature auditing is concerned primarily with the past and 

present, whereas executive accounting is concerned more with the present 
and future, Emphasis on procedural intricacies and attention to detail can 
tend to obscure an appreciation of the broader issues and this can be 
brought home forcibly during the early months of a new appointment. In- 
ternal auditing is very much a personal service and the staff contribute to 
this end by their assistance. Executive accounting is impersonal by com- 
parison. This is because its tempo is determined by management require- 
ments and its output is a direct contribution to the end product. In con- 
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sequence, delegation of authority through all levels is essential if executive 
accounting is to play its part effectively. The effort is a team one with the 
executive interpreting and formulating policy and giving the lead by direc- 
tion. By contrast, the auditor implements the policies laid down and works 
at a rate determined by himself and divorced from a management time- 
table. Rarely does he participate in the formulation of policy. 


An executive, on the other hand, must use his authority, he must make 
decisions and he must take action if he is to fulfil his role. Unlike the audi- 
tor, he cannot achieve his ends by recommendation in reports and persuasion 
in conversations. Time for deliberation is frequently limited and the con- 
sequences of a wrong decision are ever present. The pace is faster, but this 
is to be expected, and-there are invariably target dates of one sort or 
another to be met. A great demand is made on an executive's time and he 
must be careful to ensure that his diay is not cluttered up with appoint- 
ments initiated by others. As an internal auditor I found that my diary con- 
tained far fewer appointments and that those made were invariably at my 
instigation. 


THE COMPLETE CYCLE 


Executive accounting plays a great part in all forward planning and it 
is quite exciting to be in on ideas for the future, particularly when they 
are still in the pipe-dream stage. Auditing has its thrills, particularly when 
a fraud is uncovered, but achievements of this nature tend to be overclouded 
by the consequential after effects. 


The cycle is complete; I have graduated from the ranks of those who 
do the doing, through professional and internal auditing to join the group 
which tells others what to do. In the process I have discovered that those 
who tell others what to do are themselves given instructions by others. 


Basically, my early impression of two groups remains, staff on the one 
hand and management on the other—and of course auditors. But like so 
many things in this life there is no clear dividing line to facilitate grouping ; 
some staff manage and some managers are themselves staff. Auditors re- 
main a group apart; as indeed they must if they are to retain the independ- 
ence of outlook and approach which is so vital to the value of their reports 
and recommendations, 


























ORGANIZATION PLANNING--THE 
BASIC INGREDIENT FOR CONTROL* 


By IAN S. WISHART 
McKinsey & Company, Inc. 


ECENTLY the chief executive of a major company had to take drastic 

personal action because of a serious crisis in one of his overseas sub- 
sidiaries. Apparently this subsidiary had been on the verge of bankruptcy 
for some time; yet no one in the parent company had done anything about 
it. It had been treated just like a domestic sales branch and assigned to an 
individual in the parent company who concerned himself only with sales 
volume and quality of product. This individual felt no responsibility for 
ensuring sound banking relations, credit, cost control, or any of several 
factors which would affect earnings; it was these areas which caused 
trouble. Because no one in the parent company had been assigned or had 
assumed over-all profit responsibility for this overseas entity, the situation 
went out of control. 


Contrast this with another situation. The president of this medium- 
sized organization signed every letter to a customer, approved every ex- 
pense account, determined every compensation change, reviewed every 
salesman’s call report, and made every decision of any importance to the 
company. He was a proverbial one-man show and everyone realized it. 
A customer of this firm reported that “when a door slammed in the head 
office, it was heard in the farthest field operation.” 


Despite the great talents of this chief executive, the company suffered. 
It was unable to maintain its competitive position, decisions were unduly 
delayed, there was an absence of competent executives, and in general, 
growth was sorely inhibited. This high degree of centralization naturally 
meant control was exercised by the bucketful, but the deleterious effects 
organizationally far overshadowed the value of ensuring that subordinates 
did not make mistakes. 


These two examples illustrate extremes of organization problems—in 
one there was too little control and in the other too much control. Which 
company was following the more dangerous course is debatable. Unques- 
tionably, however, neither company recognized these problems as organi- 
zational in nature. 


* Summary of a talk before the San Francisco Chapter 
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It seems desirable, on the basis of these and similar experiences, that 
every executive be able to recognize the symptoms of organization problems, 
be aware of proved organizational guidelines, and understand the benefits 
to be derived from sound organization planning. With such knowledge 
each executive can do a better job in helping his company achieve the opti- 
mum control balance which every company must develop, whether it is 
a single-plant operation or a world-wide enterprise. 


Internal auditors are in a strategic position to assist in the process of 
improving the organization structure of their companies and thereby assist 
in maintaining control. They have frequent contact with most departments 
and with field units. More importantly, perhaps, they have entree to and, 
hopefully, the complete confidence of the top management of their com- 
panies as objective observers. Furthermore, to perform a proper audit, 
they must know the limits of authority of various executives and under- 
stand how the organization functions. 


Because the typical auditor is in a key position of control and because 
of the interrelationships between control and organization planning, he 
should be aware of the benefits and principles of organization planning, be 
able to recognize the symptoms of organization problems, and to under- 
stand the significant elements in making an organization plan truly useful. 
These remarks are directed toward sharpening this awareness. 


ORGANIZATION PLANNING—A KEY TO EFFECTIVE OPERATION 


The purpose of organization planning from the textbook viewpoint is 
to provide a plan that will enable people to achieve most effectively the ob- 
jective of the company. It is the activity which is concerned with who does 
what, to whom each individual reports, and what the relationships are 
among executives, supervisors, and other personnel. Properly carried out, 
organization planning should permit individuals to work together in large 
numbers as effectively as they would alone. That sounds simple enough. 
Achieving this happy state is not so simple. 


It is axiomatic that before a problem can be solved it must be recog- 
nized as such. And before effective change can take place in an organization, 
the anticipated benefits to the company and to the individual must be ap- 
preciated and recognized. 


The advantages of a sound plan of organization typically encompass 
the following : 


Important activities are less likely to be overlooked or neglected. 
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Considerable savings in manpower can be realized in terms of both 
expense and utilization. 


More positive accountability of executives and supervisors can be 
attained. By identifying responsibilities and authority, management can 
determine precisely who is responsible for poor performance and who 
is responsible for outstanding performance. 


Greater initiative should be forthcoming. Once people know their 
jobs they are free to go ahead on their own. 


Better development of executives should result. A definite know 
ledge of a job is almost a requisite for training. Also, clear channels of 
promotion facilitate development of executives, 


Less friction and better morale should prevail. The enemy of com- 
pany politics is clarity. 


Naturally, any particular company might obtain these benefits in 
greater or lesser degree through sound organization planning, depending 
on the circumstances. Regardless of the extent, however, there is no doubt 
that these benefits and others can be derived. 


SYMPTOMS OF ORGANIZATION PROBLEMS 


How can an organization problem be recognized readily? The symp- 
toms of organization problems are many. Several, however, seem to be 
most prevalent and in combination can frequently be traced to organiza 
tional deficiencies : 


Excessive tension or dissatisfaction on the management team. 

Idle executives, executives who are too busy, excessive overtime. 

Delay in reaching decisions. 

Routine matters being handled at the executive level. 

Too many meetings with too many present at the meeting. 

Inadequate long-term planning. 

\n abundance of specialists but no administrators. 

Excessive numbers of “assistants-to” in the organization. 

And an unusual one—no one knows what’s currently going on in 
the organization, and the individual typically gets most of his “cold 
dope” in the form of rumors or by reading the newspapers. 


Conditions such as these should raise red flags to the possibility of real 
organization problems. Yet, how often has the statement been made, “Tf 
only we had more outstanding people, things would be different.” Let's 
face it—there aren’t enough outstanding people te go around 
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GUIDELINES FOR AN EFFECTIVE ORGANIZATION PLAN 


The former president of a rather large company had the habit of calling 
the controller of the principal division on the first of each month to get 
the operating results of the previous month “hot off the press.” One day, 
after reporting to the president that the previous month was not so good, 
he complained to one of his colleagues, “He seemed to think it was all my 
fault that earnings were off, and really raised hell, One of these days I’m 
going to tell him that all I do is report the results; I don’t make and sell 
the stuff.” His associate was properly sympathetic, but added, “You can’t 
really blame the old man. You've been taking the credit whenever the 
division had a good month!” 


This little byplay illustrates a frequent violation of one principle in- 
herent in organization planning; i.e., the plan should express functional, 
staff, and line relationships and clearly distinguish between them. Ob- 
viously, our division controller friend should not be held accountable in 
a line sense for operating results of the division. 


Many other principles and tenets of sound organization planning have 
been developed by students in the field. Most of them have been widely 
publicized. At the risk of triteness, however, the major principles bear 
repetition : 


All activities should be recognized and provision made for them. 

Like activities should be logically grouped and assigned positions 
so that the range of talents required for each job will likely be found 
in one individual. 

Each position should be assigned all related activities necessary to 
hold the incumbent accountable for results. 

Duties and responsibilities should be adequately delegated with the 
chain of delegation as short as practicable. 

Duties and responsibilities should be definitely fixed and commen- 
surate authority granted to carry out each assigned activity. 

Final accountability always should rest with the position that dele- 
gated the authority. Delegation does not relieve the superior of re- 
sponsibility. 

Adequate provision should be made for coordinating related ac- 
tivities at the lowest organizational level, considering economical use 
of personnel and assignment of profit responsibility. 

One position should not have more direct subordinate positions 
than can be effectively supervised and coordinated by one individual. 
Each position should be subject to the line authority of only one 
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higher position. Each individual should know definitely to whom he re- 
ports and who reports to him. 

Throughout, the organization plan should be kept as simple as 
possible, 


Violation of any of these proved principles of organization may indicate 
(as in the symptoms previously mentioned) the existence of organizational 
problems. However, though the term “principles” has been used, they are 
not necessarily sacrosanct. For example, responsibility without authority 
can work, depending upon the persuasiveness and effectiveness of indi- 
viduals. In the majority of cases, on the other hand, a departure from these 
rules of the game should be viewed with some skepticism. 


WORKING TO MAKE THE PLAN WORK 


Recognizing organizational problems, appreciating the benefits of sound 
organization planning, setting up charts, writing job descriptions and guides, 
will never in themselves ensure sound organization with proper control 
points. All these important elements can be present and still there may be 
a poorly functioning organization. And that’s because the most important 
unwritten principle of all is: If-executives don’t work at making the plan 
work, it will fall by the wayside like any New Year's resolution. 


Charts, descriptions, and authority limits are valuable trappings. They 
constitute what might be termed the “letter of the law.” But the “spirit of 
the law” is also needed, and it is the more important means for ensuring 
a sound organization. Putting it another way, anyone can draw up an 
organization chart or set forth a list of descriptions, but only the incum- 
bents of the positions can make the organization plan fully effective. As 
the auditing fraternity is well aware, you don’t control costs per se; you 
control people who incur them. In making an organization plan come to 
life, the same reasoning applies. 


This is difficult. It certainly is imperative that top management support 
and practice sound organization principles or any plan is doomed to failure 
but this isn’t enough. 


To illustrate what is meant by this term “spirit of the law,” it may be 
helpful to describe part of the approach which one company followed. 


This company had an organizational objective of granting greater auto- 
nomy to its operating units and a corollary problem of an overstaffed head 
office. A seemingly effective plan of organization was developed and de- 
tailed job descriptions were written. The top executives believed in the 
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plan. An organization planning department was established for consultation 
and control. But something more was needed, it was felt, to really make 
the plan work, As one part of this educational program a directive was 
prepared by the president for distribution to each department head. The 
essence of his message follows: 

“First, each department head should be expected to support ag- 
gressively the concept of maximum autonomy for our general managers 
in the field. This means that he should realize and stress to his staff that: 

Assignment to the head office does not necessarily carry with 
it complete omniscience. 

Accountability for operating results rests with the operating units. 

Head office. decisions on matters where there can be no general 
policy may well mean decisions on local matters. 

Personnel needs of operating units should take precedence over 
head office requirements. 

Decisions made in the field are faster than head office decisions 

Rationalization on head office interference is always possible. 

Detailed information on an operation can be obtained when 
needed. 

Answering a request from the field with ‘you know better than 
we do’ is not an admission of failure.” 

The president’s directive went on to say: 

“Secondly, each department head should aggressively support the 
concept that profitability is the major criterion of success. This means 
that he should realize and stress to his staff that : 

Providing more and more services per se is less important than 
their contribution to earnings. 

Departments should not be geared to take care of peak loads. 
The possibilities of farming out work to advantage should constant- 
ly be examined. 

Committees and meetings are expensive and have a primary 
value only in exchanging information. 

Risk taking is inherent in this decentralized enterprise. 

A saving of $10,000 in his department is typically as important 
as a saving anywhere else. 

Reports from the field are costly in terms of headquarters re- 
view even if they are prepared for local use in the area anyway. Not 
having an answer for everything readily at hand for a superior is 
understandable and desirable. 

Continuing appraisal of recurring reports is the only way to 
keep them to a minimum. 
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The long-term point of view is more important than day-to-day 
decisions.” 


TEMPERING ORGANIZATION PLANNING WITH REALITY 

This head office “creed” or organizational philosophy, if you will, 
covered other similar points which were more specifically a concern of this 
particular company. This kind of advice can be extremely valuable. In one 
sense, practicing and preaching these tenets would constitute a way of 
managerial life for each department head and would act as a valuable ad- 
junct to the more familiar organization charts and descriptions. If such 
messages can be driven home, the framework of control, represented by 
a sound organization structure, can truly be established. 


* * bal 


There should be no inference from these remarks that organizational 
strangulation is a desirable means of control. Inflexibility and overcom- 
plexity is a poor way to run a business. On the other hand, lack of planning 
is an equally effective way to ruin a business. Doing something about 
organization problems through a planned, intelligent approach is worth 
while. And if a company can capture both the letter and the spirit of a 
well-conceived organizational plan, it will have the basic ingredient for 
control. 











MEETING WITH THE COMPANY’S 
EXTERNAL AUDITORS ON A JOINT 
PROGRAM 

WHO DOES WHAT, AND WHY ?* 

By CLEM KING 


Partner, Deloitte, Plender, Haskins & Sells 


N considering this topic the first question we may ask ourselves is why 

meet at all? The internal and the external auditors meet because both 
believe it will be in their interest, that such a meeting will assist them in 
performing their functions more efficiently. Thus everyone gains: the in- 
ternal auditor, the exfernal auditor, the company as an entity and the 
owners of the company, the shareholders. 


The second question may well be, can the objectives be obtained any 
other way? This answer to this question is no, because what we are seek- 
ing is primarily a meeting of minds, and the easiest way to ensure a meet- 
ing of minds is by a person to person discussion. 


The third question may be, can the meeting not be put off until some 
later date? Here again the answer is no, because a meeting of minds will 
be followed by action by both parties. To act first and think afterwards is 
sometimes not the best course, and once done, an action cannot be undone. 


The topic suggests that the internal and the external auditor will be 
acting on a joint program. Strictly speaking, I do not visualize a joint pro- 
gram, but two separate programs, properly co-ordinate, so that there will 
be no, or at least a minimum of, overlapping of work and no errors of omis- 
sion because of misplaced reliance on what one assumes the other is doing. 


Perhaps I should outline what I consider to be the objectives and area 
of operation of the internal auditor and of the external auditor. As we see 
ourselves in the business world today we have different functions, and our 
functions do not overlap even though we may utilize the same or similar 
techniques in performing parts of our functions. 


THE INTERNAL AUDITOR 


The Special Report by the Committee on Auditing Procedure of the 
\merican Institute of Certified Public Accountants on Internal Control 
gives a concise outline of management’s responsibility with respect to the 


* Presented at a Northeast Regional Conference. 
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control over the assets and the recording processes. This statement reads, 
in part, as follows: 


“Management has the responsibility for devising, installing and cur- 
rently supervising a system of internal control adequate to: (1) safe- 
guard the assets of an organization; (2) check the accuracy and reli- 
ability of accounting data; (3) promote operational efficiency ; (4) and 
encourage adherence to prescribed managerial policies; and, for these 
purposes, to provide an appropriate plan of organization; an adequate 
system of authorization and record procedures; sound practices and, 
lastly, personnel of appropriate number and capabilities. 


“Effective internal control is so pertinent to the question of the 
reliability of financial data and so fundamental to a proper discharge 
of management’s total responsibility as to require that management be 
prepared to demonstrate the steps taken to attain it. A chart of accounts 
testifies to the adequacy of a plan of accounts, and a properly prepared 
procedures manual provides a standard with which the actual procedures 
in use may be compared to detect departures which may afford oppor- 
tunities for irregularities whether fraudulently conceived or otherwise. 


“The responsibility of management does not end with the installation 
of control procedures initially deemed necessary. A system of internal 
control must be under constant surveillance to determine (1). that pre- 
scribed policies are being interpreted properly and are being carried 
out, (2) that changes in operating conditions have not made the pro- 
cedures cumbersome, obsolete or inadequate, and (3) that where break- 
downs in the system appear, effective corrective measures are taken 
promptly. Any system, regardless of its fundamental soundness, will 
deteriorate rapidly if not reviewed periodically. Laxity becomes con- 
tagious and, if permitted to spread, will soon render any measures of 
control useless.” 


The main task of the internal auditor is to provide the constant sur- 


veillance of the system of internal control. He does this by reviewing the 


procedures followed by various employees or groups of employees in their 
day-to-day carrying out of the processes prescribed for the company. To 
do this he may, as I mentioned earlier, use procedures the same as those 
used by the external auditor. For instance, the internal auditor may count 
cash, test the recording of sales and purchases, test payrolls and pay pro- 
cedures, confirm accounts receivable and so on. 


Other areas regarded as being in the field of internal control are budget- 


ary control, standard costs, statistical analyses, personnel training, quality 
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control, etc. These controls are concerned with operating efficiency and, al- 
though of extreme importance to management in guiding the operations 
of the company, are outside the specific area of our present topic—the in- 
terlocking of the work of the internal and the external auditor. 


However, while the procedures may appear to be similar, the purposes 
and objectives are not. The internal auditor is reporting to management 
on the extent to which the procedures management has laid down are, or 
are not, being followed. He may also be recommending changes in pro- 
cedures in the light of changed conditions and efficiency. His responsibility 
is solely to management, and here management should ensure that the 
internal auditor is placed in such a position that he can fulfil his task. He 
should never report to or be responsible to the person responsible for the 
work on which he is reporting, To do so puts him in the position of having 
to criticize his boss, and bosses and internal auditors being human, we can 
expect that sometimes the reports and criticisms would be less than com- 
plete and might lack a certain pungency that would otherwise appear. In 
this the internal auditor is like the external auditor; if he is to fulfil his 
function, he and management must ensure that his independence is main- 
tained. 


THE EXTERNAL AUDITOR 


3ulletin No. 6 of the Committee on Accounting and Auditing Research 
of the Canadian Institute of Chartered Accountants states that an audit 
may be defined as: 


“An examination sufficiently comprehensive to justify the expression 
of opinion that financial statements of an enterprise do or do not present 
fairly its position at a given date and for the results of its operations for 
a period ended on that date.” 


The Bulletin then goes on to say: 


“The definition of an audit set out above emphasizes the basic re- 
quirement that an opinion of an independent accountant upon financial 
statements is given only after an examination of such nature and scope 
as will justify the expression of an opinion. 


“The extent of the examination which should be made in order to 
justify the expression of an opinion will vary according to the circum- 
stances and must be determined by the auditor having regard to the 
circumstances of each particular case. The nature of the business, the 
extent of the system of internal control and the reliability of the ac- 
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counting methods are all factors which have a bearing on the scope 
and nature of the examination the auditor must make. 


“In order to express an opinion upon the financial statements it is 
seldom necessary or desirable to make a detailed examination of every 
transaction. The auditor will review the system of internal control. 
Based upon this review the auditor may limit his examination of de- 
tailed transactions to such tests as are necessary to establish that the 
system of internal control is being carried out as designed and to estab- 
lish the reliability of the accounting records. 


“It follows, that the auditor will be required to extend the scope of 
his examination of transactions where there is no internal control or 
where the internal control cannot be relied upon.” 


As is set out in this bulletin, the external auditor is engaged by the 
shareholders and reports to the shareholders, who in public companies and 
many private companies are people different from the management people. 
He is to report as to whether or not, in his opinion, the financial statements 
give a fair presentation of the financial position at a point of time or of 
the operations for a period. To put it another way, does one of the products 
of the control and recording process provide a fair presentation? (I say 
one of the products because I believe the main products of the recording 
process are reporis which enable management to take action to control and 
guide the operations of the enterprise from day-to-day, or reports with a 
prospective view. The annual reporting to shareholders is retrospective and 
might be classed as a reporting by management on their stewardship. ) 


The external auditor is concerned with presentation in accordance with 
sound commercial accounting principles, with consistency in the application 
of principles and with the reasonableness and fairness of the amounts. 


As stated in Bulletin 6, the external auditor will base his examination 
on his assessment of the reliability of the system of internal control in exis- 
tence. Since he must assess the reliance he can place on the system of in- 
ternal control, this assessment must be made by him and him alone. Any 
work he must do to arrive at this decision must be done by him (or his staff 
under his direction) and cannot be done by the interna! auditor. Thus, the 
nature of the external auditor’s work will not be altered by reason of the 
existence of an internal audit staff. 


However, the extent of his work may well vary by reason of the existence 
or capacity of the internal audit staff. As I have said already, one of the 
main functions of the internal auditor is to survey the work processes to 
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see that they are being carried out as designed. Here we find the most 
fruitful area for a meeting of minds, a co-ordination of effort and an un- 
derstanding of each other’s function. 


In arranging the work he is required to perform, the internal auditor 
will develop a program for the many and varied checking and test pro- 
cedures he is to carry out to ascertain the extent to which the recording 
routines as laid down are being followed. To the extent that these routines 
provide tests of the operation of the system of internal control that the 
external auditor would wish to perform, an overlapping of effort may be 
avoided. 


The external auditor will want to consider the program followed, the 
working papers showing what was done and the findings and the internal 
auditor’s reports. The external auditor has to decide the extent to which he 
is prepared to rely on the examination performed by the internal auditor 
as though it had been performed by himself. This is not to say that he 
considers himself necessarily more capable than the internal auditor, but 
the external auditor is the one who is expressing the opinion to the share- 
holders—he is the one taking the responsibility for his expression of opinion. 


We can summarize by saying that in assessing the extent to which he 
can rely on the system of internal control, the external auditor will review 
the findings of the internal auditor on the operation of the system and rely 
on them as much as possible. While the work of the internal auditor can- 
not replace completely that which must be performed by the external auditor 
in assessing the system of internal control, properly co-ordinated, it can 
reduce materially the testing and detailed checking that the external auditor 
would otherwise have to do. 


Conversely, there are some tests and operations that the external audi- 
tor will consider that he must do regardless of the work of the internal 
auditor. Here also, a co-ordination of work tasks produces a saving for the 
company. It is possible that the internal auditor may decide he can rely on 
the work of the external auditor and can, if desired, arrange for reports on 
the results of the examination in the agreed upon areas. 


SPECIFIC AREAS OF CO-ORDINATION 


AUDIT OF BRANCH OFFICES 

The benefits of this co-ordination are perhaps most readily apparent in 
the examination of branch office activities. Here the examinations of the 
internal and external auditor may be staggered so that the over-all fre- 
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quency is adequate from the standpoint of management control and yet the 
work of the internal auditor is reduced from what it otherwise would be 
without such co-ordination. In some cases the external auditor might be 
asked to undertake some procedures that he would not follow to fulfil his 
function but which management may require from the standpoint of con- 
trols and assessment of adherence to prescribed routines. 


In one instance a number of years ago we used to examine some 8 out 
of 10 branch offices. Now, with development of internal audit departments 
and co-ordination of work we examine 5 out of 14 each year. The internal 
audit department examines each branch once each year so that our attend- 
ance does not directly reduce the number of visits made by the internal 
audit department. However, by co-ordination and cross-reporting we are 
both convinced that the extent of examination is wider and deeper than 
would otherwise be the case with the expenditure of the same effort and 
expenses by the external and internal audit groups, 


Incidentally, in my experience I have found that the external auditor fre- 
quently, perhaps usually, asks for the reports of the internal auditor. 
Occasionally, when he does not receive them, he feels put out. Seldom have 
I found it suggested that the external auditor should make reports to the 
internal auditor. If proper liaison is to be maintained in the interests of all 
parties performing their function at the highest possible level of efficiency, 
the internal auditor should approach the external auditor to discuss this 
general problem. In some of the specific instances which follow I will try 
to indicate how such a proper interchange of information can result in a 
better service to the enterprise. 


CASH 


In the broad area of cash, while we are anxious to know what the in- 
ternal auditor has done and what he has found about procedures, we do 
not restrict our tests and detailed work on the strength of the internal audi- 
tor’s findings. We may expand our work, however, if the internal auditor's 
findings indicate it to be necessary. 


Here, in the usual course of an examination, we would test only a 
selected period or periods of detailed transactions. If a deviation from pro- 
cedures, deliberate or otherwise, exists, but not in the specific periods we 
would cover, it may not be brought to light by any one examination. Often, 
however, the internal auditor’s work in this area is detailed and extensive. 
Co-ordination of the work of the internal and external auditor will avoid 
overlapping in this area and perhaps reduce the work of the internal auditor 
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or alternatively provide a broader coverage of review. Conversely, if there 
is misunderstanding on the part of the internal auditor as to what the ex- 
ternal auditor’s examination covers, there may be an unknown gap in re- 
view that should not be allowed to exist. 


ACCOUNTS RECEIVABLE 


In accounts receivable the work of the external auditor may not reduce 
the work of the internal auditor but, knowing what the external auditor 
covers, the internal auditor may arrange his work to secure broader cover- 
age. For instance, in the confirmation of accounts receivable, we may 
arrange that the internal auditor will confirm all E-F-G-H-I-J-K accounts 
as at May 3lst in a year. Knowing this and receiving his report thereon, 
we confirm only M-N-O-P accounts as at October 3lst in that year, 
whereas by not co-ordinating our work we might be of the opinion that we 
should extend our coverage to say Q-R-S-T accounts as well. Also, we 
often find that the internal auditor finds our report helpful on his subsequent 
visit, and he may arrange to follow up on queries that our confirmations 
raised and report to us thereon. Particularly in branch office examinations 
of accounts receivable we find the internal auditor’s report helpful, and 
they find our report helpful. 


In other cases we have found it desirable and possible to undertake the 
confirmation of accounts receivable jointly with the internal auditor. In 
these instances we have agreed upon the accounts to be confirmed and have 
worked jointly in sending out the confirmations, The confirmations are re- 
turned directly to our office and, after being noted, are passed to the internal 
auditor, who is still at the client’s office. His staff then track down the 
reasons for discrepancies, wrong addresses and so forth. The internal audi- 
tor maintains the same working papers as we would do in this connection, 
and we sit down together to assess the results of the confirmation procedure. 


INVENTORY 

In any company or system, the acid test of the validity of the inventory 
records is the comparison of the quantities actually on hand with those 
supposed to be on hand according to the records. The external auditor will 
want to review the program for physical stocktaking in advance of the 
operation. Should the internal auditor be at the location he will also want 
to review this proposed procedu::. Here, full co-ordination between the 
external and internal auditor result in help to both and savings to the 
company. 


We have a case in point at the moment. By sitting down together we 


have agreed on a joint program. Between 2 of our staff and 3 internal 
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audit staff we will observe the procedures in the annual physical stocktaking. 
This task requires 5 men for several days; without the assistance of the 
internal auditor, which we are pleased and satisfied to have, we would 
have needed 3 additional men on the job. Similarly, the internal auditor 
could not carry out his program without 5 men; if we had not co-ordinated 
effort, he would have had to bring in 2 others of his staff. 


In most cases the internal auditor is concerned with a thorough investi- 
gation into possible obsolete materials in inventory and the reasons there- 
for. The extent of his work here enters into our assessment of what we 
must do to satisfy ourselves as to the existence or nonexistence of obsolete 
inventory. 


FIXED ASSETS 


in most organizations, the internal auditor checks in considerable detail 
changes in fixed assets. We are particularly concerned with his program 
and report here because if his work is valid, we can reduce the extent of 
our testing of changes materially. Here again, the internal auditor is not 
likely to find that he can reduce his work because of that performed by the 
external auditor. 


In a number of instances we find or have arranged that the internal 
auditor makes it a point to see for himself new additions to plant. He also 
looks over plant to determine the existence of idle machinery, machinery 
not in repair, etc. Here again the extent of his work affects the amount of 
testing the external auditor must undertake. 


SCRAP 


A thorny point from the external auditor’s point of view is proceeds 
from the sale of scrap, Since circumstances vary widely, it is often a most 
time consuming task to ensure that all scrap is being accounted for, that 
selling prices are proper and that proceeds of sale are accounted for. The 
over-all dollars involved are not usually large in relation to the sales or 
profits of the company, but the possibilities of fraud are wider than in most 
circumstances. If this area is covered adequately by the internal auditor, 
the external auditor can limit his investigation significantly and still be in 
a position to express a reasoned opinion on the fairness of the statements 
as a whole. 


CONCLUSION 


I hope that in the foregoing I have been able to illustrate the comple 
mentary role of the internal and the external auditor and the advantages 
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that can ensue to all concerned by their proper co-ordination of effort - ~ 4 
advance planning of their work. Each has different objectives and is re- 
sponsible to different groups, even though each uses on occasion similar 
techniques to attain his objectives. Their areas of work overlap and the 
lack of a clear understanding of the objectives and area of work of each will 
result in an unnecessary duplication of effort. Avoiding this duplication 
will benefit the enterprise and result in an enhanced recognition of the 
efficiency of the internal and the external auditor. It is thus in the interests 
of both to work the one with the other. 

















THE ROUND TABLE 
Edited by ROBERT C. BAIRD 





Materially speaking, there may be “nothing new under the sun”; but that 
does not apply to ideas, The Round Table is your forum for exchanging 
ideas with your fellow internal auditors; ideas which have transformed 
what could have been a routine audit into a profitable service to manage- 
ment. Actual case histories of such experiences are of real interest as well 
as an inspiration to other auditors. 


Send your contributions direct or through your chapter to: 


The Round Table 

The Institute of Internal Auditors 
120 Wall Street 

New York 5, N. Y. 


Contributors’ names will be published only with the author’s permission. 
Company affiliations will not be revealed unless the author so desires. 


* * * 


CONTROLLING TELEPHONE EQUIPMENT 
RENTALS 


Prior to the installation of our present system, all telephone equipment 
rentals were recorded on three-by-four cards. The amount of rented equip- 
ment indicated on these cards was totalled each month and reconciled to 
the telephone company bill. The information contained on these cards was 
very limited and occasionally not accurate. There were times when we 
were unable to reconcile the bill to either our satisfaction or the telephone 
company’s satisfaction. 


In order to reduce the amount of clerical time required to balance the 
telephone company bill and also to obtain more information for internal use, 
it was decided that we would set up all telephone equipment rentals on IBM 
cards. For each item we key-punched information on a card, such as the 
department number using the item, the accounting distribution, the physical 
location, description of the item, etc. The descriptions we used were the 
same as those used by the telephone company for designating the pieces of 
equipment. 


The procedure for maintaining this file works in this manner: For 
changes made in our rental equipment, an IBM card is key-punched from 
a form submitted by the telephone maintenance section of our company. 
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These cards are merged with the existing deck or hand pulled if the item 
was removed. Each month it is a simple task to tabulate these cards, and 
in most cases, we balance very readily to the telephone company bill. At 
the time we tabulate for reconciling the telephone company bill, we make 
various other runs which are helpful to department heads. For example, 
we can sort the cards and list the amounts spent by each responsibility area. 
In some cases, it has been a benefit to determine the number of items for 
which we pay rental. 


The telephone company in this area bills by the total number of hand- 
sets, buzzers, hold keys, etc. If we have difficulty in reconciling, it is a 
simple task to sort by pieces of equipment and in a matter of minutes detect 
where we differ from the telephone company. In addition, we can list the 
cards by circuit number. This has been very helpful for telephone company 
maintenance men when they make changes in existing circuits. The tele- 
phone company has made several complimentary comments relating to this 


system. ; 
. Ropney P. CoLton 


PORTLAND CHAPTER 


COST REDUCTION--HARDWARE 


During a regular audit at one of the company’s plants, an internal 
auditor questioned the necessity of 34” size bolts and nuts for certain appli- 
cations on a farm implement. At that time the auditor was advised that un- 
doubtedly the less costly 54” size hardware would suffice in some areas, 
as uniformity of size and not strength had been the determining factor on 


these applications. 


The question raised by the auditor regarding the use of smaller bolts 
was followed up. After a period of testing, the engineers approved its adop- 
tion and put it into effect. An annual savings of $19,800 is estimated as a 


result of the use of the smaller size bolts. : 4 
Cuicaco CHAPTER 


* * * 


A FOLLOW-UP REPORT 


The article “All is Not Lost that Seems Lost,” published in last September's 
Round Table, dealt with an operational audit of the use of Lost Parts 
Replacement Authorizations. In brief, our audit revealed that they wer: 
being grossly misused in that they were being issued merely to expedite 
getting parts rather than having Stores people take time enough and be 
persistent enough to find parts which were actually on hand, 
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This paper work triggered additional procurement because presumably 
these were replacing bona fide lost parts, and the dollars it was costing the 
company varied from a few thousand annually to several hundred thousand. 
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The original report to management included the accompanying graph 
through 1958. The graph now includes follow-up data by our Internal 
\udit Department which clearly shows that corrective action was taken. 
This action included a minimum allowance for these authorities per week in 
each department, and once this was used, no more. 


Not only does this report show effectiveness in operational auditing, but 
it illustrates an audit tool (graphic display) which management can see as 


a picture and act upon. - 
P St. Louis CHAPTER 


A MILLION DOLLAR SAVING 


In the course of a Defense contract audit, a normal floor check of a con- 
tractor’s direct labor employees was made to determine the probable ex- 
tent of idleness. The contract auditor observed that employees on the second 
and third shifts were spending time in places other than their assigned 
working areas. Since the foremen were required to know the location of 
each of their workers, they were queried as to the whereabouts of the 
second and third shift employees. Thirty-three foremen in five departments 
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were asked to name the employees assigned to them, to cite their job assign- 
ments and to locate the individual employees. 


This floor check disclosed that more than one-half of the foremen con- 
tacted did not have a list of their assigned workers either in their possession 
or in the immediate area. The foremen had to remember those assigned to 
them, lent out for the day, transferred in, and those absent for illness, leave, 
or other reasons. A few of the foremen were well informed, but most had 
difficulty in recalling their complete crew. 


The auditors summarized the names given by three foremen for a sub- 
sequent check against the master assignment lists. This comparison dis- 
closed that seven assigned employees had not been named by their foremen ; 
these seven did not include any whose assignments may have been con- 
sidered temporary. While each foreman was given ample time to name and 
locate his men, five foremen finally admitted that they did not know the 
whereabouts of one or more of their assigned workers. 


When these conditions were brought to the attention of the Contractor's 
executives, they took immediate action to tighten controls over all labor, 
and insisted that each foreman have in his possession at all times an up-to- 
date crew list annotated to reflect absences, loans, and transfers. Frequent 
observations were also conducted by a management team to determine 
whether or not the men were working. 


In a forward projection involving second and third shift direct labor, 
the Contractor reduced his price by approximately $1,000,000 (over 10%) 


because of labor savings resulting from the institution of improved manage- 
ment controls. How are things at your plant? 


WASHINGTON CHAPTER 

















READERS’ PROBLEM CLINIC 


Edited by FREDERIC E. MINTS 





DISTRIBUTION OF AUDIT REPORTS 


Q. It has been our practice to distribute copies of all audit reports to 
affected management. Recently we have learned that in some companies, 
when the report discloses no significant deficiencies, no distribution is 
made outside the auditing department where it is retained in the files for 
record purposes. Can you tell us whether this has become a general practice 
and, if so, how failure to issue a final report is explained to management 
responsible for the activities reviewed ? 


A. We have consulted several members of our panel and found that their 
audit reports are issued to the persons directly concerned with the activities 
in all cases. The viewpoint generally expressed was that regardless of the 
number, or seriousness, of the deficiency findings disclosed in the report, 
affected management wanted, and had a right to see, the formal written 
opinion of the auditors. Also, they felt that in many cases their reports con- 
tained background material which might be helpful to management particu- 
larly in reports on operational audits. 


We should be glad to receive and publish comments from auditors who 
do not distribute all audit reports. 


PERMANENT FILES FOR OPERATIONAL AUDITS 


Q. Do you recommend setting up and maintaining “permanent files” for 


operational audits? 


A. Permanent files can be helpful to the auditor who performs subsequent 
operational audits of the same areas just as in financial audits, since they 
reduce the amount of work which would otherwise be required for re- 
surveys of practices and procedures. They can also be helpful in recording 
statistical data which may be supplemented during each succeeding audit, 
and be used in comparative analyses. In addition, they can provide historical 
data which may be helpful in furnishing statements of progress over a 
period of years. However, consideration should be given in each case to the 
potential benefits as opposed to the effort required to maintain the files. 
In operations subject to extensive changes in methods or procedures be- 
tween audits the cost of maintaining the permanent files may be out of all 
proportion to the results attained. 
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APPRAISING THE QUALITY OF CUSTOMER SERVICE 


Q. Should the internal auditor attempt to appraise the quality of service 
to customers and, if so, what audit techniques are most useful? 


A. Subject to any limitations of scope prescribed for the internal auditor 
in any particular company, we believe that he should be concerned with all 
factors affecting his company’s profitability and reputation to which he can 
make a contribution. The quality of customer service and the degree of 
customer satisfaction with the company’s products or services can be ap- 
praised by accepted auditing techniques. 
These include: 
1. Examination of customer correspondence to determine the nature 
of complaints, whether they were handled promptly, and whether 
adjustments made were reasonable and in accordance with com- 
pany policy. 
2. Use of positive type accounts receivable confirmation requests with 
appropriate space for customers’ comments. 
3. Reviews of documentation on sales and service orders to determine 
whether products were shipped or services furnished promptly, and 
whether customers were notified of unavoidable delays. 


4. Analysis of the reasons for delays in shipping products or perform- 
ing services to determine whether they result from stock shortages, 
clerical errors, under-staffing or other remediable causes. 


FOLLOW-UP OF AUDIT FINDINGS 


Q. Should the internal auditor be responsible for follow-up to ascertain 
that satisfactory action is taken to correct deficiencies disclosed in his 
reports ? 

A. Placing of the responsibility for follow-up on audit findings varies from 
company to company depending on top management’s preferences. It may 
be delegated to the internal audit staff, to other staff organizations, or to 
operating departments. In some companies a top executive (Executive V.P., 
V.P. Finance, Controller, etc.) is given this responsibility. Usually, when 
responsibility for follow-up is delegated elsewhere, the auditor is required 
to identify the organizational responsibility for each deficiency finding, and 
the head of tnat organization is required to reply describing the corrective 
action taken or proposed. These replies are usually expected within a speci- 


and the 





fied time limit—30 or 60 days after issuance of the audit report 
auditor receives a copy of the reply so that he may indicate his opinion as 
to whether or not the proposed action is satisfactory. 
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Regardless of where the responsibility for follow-up is placed, it is 
generally agreed that an internal audit organization cannot be effective 
without a sound follow-up program. Unless persons responsible for opera- 
tions in which unsatisfactory conditions are disclosed by the audit are re- 
quired to take corrective action, the value of the auditor’s work will diminish 
rapidly. If company management does not require replies to audit reports, 
the auditor has no ready means, other than his own persuasiveness, to en- 
sure that adequate corrective action will be taken. 


Under these conditions, some auditors have found it helpful, in repeti- 
tive examinations, to briefly describe the deficiencies previously reported 
which are still uncorrected. This practice may, in time, indicate to manage- 
ment the need for a more effective follow-up of deficiencies disclosed by 
audits. 


Although it is difficult for the auditor to stand by and see the unsatis- 
factory conditions he has reported go uncorrected, we do not believe that 
the auditor should be given, or assume, direct responsibility for changes 
in procedures or instructions to line personnel. That is the prerogative of 
line management. As a staff man the auditor is limited to reporting dis- 
covered conditions and perhaps advising on means of correction. 











STUDENT’S DEPARTMENT 


Edited by A. J. PENZ 





The Student’s Department in this issue has been turned over to the 
Educational Committee for publication of their “Capsule Course in Internal 
Auditing,” which we feel will be of great interest to readers of this depart- 
ment. This course was developed by the committee and written by Arthur 
Kent to fill a need for material to further acquaint students, professors and 
others with the concepts of modern internal auditing. 


CAPSULE COURSE IN INTERNAL 
AUDITING 


By A. H. KENT 


PREFACE 


Internal auditing is a rapidly growing profession. Indicative of this state- 
ment is the fact that its professional organization, THe INstiTuTE oF IN- 
TERNAL AupitTors, established in 1941 with 24 members, now has over 
4600 members and is international in scope. Some 2000 companies are 
represented on its roster. 


This outline, dealing with the concepts, objectives and activities of in- 
ternal auditing, is presented in five sections : 


1. The Differences between External and Internal Auditing 
Since the student is more familiar with the theories of auditing as 
practiced by independent public accountants, it seemed logical to 
indicate clearly at the outset of this presentation of internal auditing 
the essential differences between these two fields. 


~ 


2. The Evolution of Internal Auditing 

Over the years, internal auditing has broadened materially in its ob- 
jectives and scope. Originally an activity concerned primarily with 
the protection of cash, later reaching into the area of the verification 
of accounting documents and records, it is now a managerial control 
dealing with operations as well as with financial matters. 


6U 











3. 


wn 





Student's Department 


The Objectives and Specific Activities of Internal Auditing 
This section develops the specific aims and techniques of the internal 
auditor in his dual capacity of verifier of records and appraiser of 
operations. It furnishes some illustrations of these activities. 


The Organizational Status of Internal Auditing 

Because the wide scope of internal auditing leads to the appraisal of 
controls over the activities of many department managers, it is 
necessary that the internal auditor be in a position to express his 
opinions freely. This requires that he report to a member of top 
management whose standing and support will provide the oppor- 
tunity for effective service. 


Oualifications and Promotional Opportunities of the Internal Auditor 
The role of a business analyst—a representative of top management 
—dealing with operating as well as financial affairs, has raised the 
qualification standards for an internal auditor. His initial qualifica- 
tions, special training programs, acquaintance with management 
policies and plans, and knowledge of the detailed operations of many 
departments should prepare the internal auditor for higher positions 
in his company. 


It is hoped that this outline will indicate that the field of internal audit- 
ing is one that is not only growing numerically and in stature with manage- 
ment, but one that is decidedly attractive from the standpoint of its daily 
challenge and its opportunities in the business world of today. 


DIFFERENCES BETWEEN EXTERNAL AND INTERNAL AUDITING 


It is essential, at the outset of a discussion of internal auditing, that the 
differing auditing responsibilities, objectives and activities of the independ- 
ent public accountants (CPA’s, Chartered Accountants, etc.) and internal 
auditors be understood clearly. 


In comparatively recent years, quite a number of public accounting firms 
have been developing services in the area of business management counsel- 
ing beyond the more conventional areas of auditing and tax practice. These 
include special financial analyses and surveys, design of accounting systems, 
etc. Recently some large accounting firms have been entering fields similar 
to those of the Management Consultants’ profession. The explanation of 
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differences between external and internal auditors which follows relates 
only to the public accountant’s basic service of auditing. 


The independent public accountant performs his services on a fee basis. 
His work is in behalf of the company stockholders, and his findings and 
opinions are of interest to bankers, investors and regulatory agencies. 


The Internal Auditor, however, is an employee of management. His 
status and interests are quite different. All of his studies are designed to 
assist the top management of his company by furnishing information as to 
whether operations are being conducted in accordance with management 
policies and plans, and whether performance is satisfactory. He is, therefore, 
an integral part of the scheme of managerial control. 


The independent public accountant seeks to determine whether or not 
the financial statements issued by a company are true representations of its 
financial position—whether data are accurate and accounting nomenclature 
is proper; whether the statements are the end result of procedures which 
are generally accepted in accounting circles and which are consistent with 
similar previous statements. 


In his auditing capacity he is not charged primarily, however, with the 
responsibility for attempting to discover whether the operations themselves 
have been efficient; whether company policies and programs have been 
followed ; whether operating waste has occurred; and whether the various 
levels of management have carried out the responsibilities assigned to them 
by top management. Such diagnoses are the responsibility of the Internal 
\uditor. 


The Internal Auditor is concerned not only with the historical accuracy 
of the statements, but with investigating the possible existence of conditions 
which, if eliminated, would result in increased profits in the year ahead. 
His activities go beyond the post-mortem aspects of operations ; they point 
the way to future improvements. 


ARTHUR H. KENT, now retired, was supervising auditor of Lockheed Aircraft 
Corporation. Before joining Lockheed he had been general auditor, Standard Oil Co. 
of California. Mr. Kent, who was born and educated in England, is a speaker and 
lecturer of note and has written extensively for professional publications. He is a 
member of Tue INstITUTE oF INTERNAL Avupttors, former chairman of its Research 
Committee, and first winner of the Thurston Award. 
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THE EVOLUTION OF INTERNAL AUDITING 


The internal auditing activity has broadened steadily in its objectives 
and scope. Its present-day concepts are far removed from those held in the 
early years of its practice. 


EARLY CONCEPTS 


In its beginnings, internal auditing was largely a clerical activity estab- 
lished primarily for the detection of fraud. Then its scope was broadened, 
in some companies, to include such matters as: reconciliations of bank 
accounts, audits of payrolls, verifications of customers’ accounts, and the 
checking of the mathematical accuracy of certain accounting documents. 
At the outset this additional coverage applied mainly to companies that 
conducted operations in geographically scattered locations. Under such 
conditions, supervision by top management was maintained to a large ex- 
tent through the medium of financial and statistical reports. 


In order to provide greater assurance of satisfactory performance in 
these outlying organizations, managements established independent inspec- 
tion groups to make detailed examinations of whether (1) company pro- 
cedures were being followed, (2) cash and other property were conserved 
and accounted for, and (3) reports to the Home Office were factual. The 
objectives and scope of these “traveling auditors” were on an individual 
company basis. There was little, or no, exchange of information to produce 
any degree of uniformity. 


VERIFICATION OF FINANCIAL STATEMENTS DATA 


A further change in internal auditing concepts took place in the early 
1930's, when the Securities and Exchange Commission was established. 
Companies whose securities were listed on the Stock Exchange were re- 
quired to furnish a certification of their financial statements by independent 
(outside) auditors. 


At that time a number of companies established internal auditing pro- 
grams in which the company’s staff would audit along lines very similar to 
those of the outside auditors 





and, in fact, guided very largely by the 
latter. (The extent of this change varied considerably between companies. ) 
These programs included verifications of the accuracy and propriety of the 
accounting records underlying the financial statements, testing the account- 
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ing controls, etc.—thus supplementing the activities of the outside auditors, 
but with more detailed examinations. 


Such activities required of the internal auditor a greater knowledge of 
financial accounting than had been necessary in the past and, therefore, 
raised the qualification standards for internal auditing. 


THE BEGINNING AND GROWTH OF THE PRESENT-DAY CONCEPT 


At about the same time as the change described in the preceding para- 
graphs took place, a few internal auditors in scattered locations began the 
development of a still broader concept of internal auditing—that of con- 
structive service to all members of management, operating as well as 
financial, This new concept spread slowly but steadily to other internal 
auditors, until today it is the basic concept of the internal auditing profes- 
sion, and of its spokesman—THeE INsTITUTE oF INTERNAL AupiTors. And 
it represented the most important step in the evolution of internal auditing. 


Prior to this development, internal auditing—to all intents and pur- 
poses—was of interest only to financial management. Apart irom cash pro- 
tection auditing, internal auditing was almost entirely concerned with the 
mathematical accuracy and propriety of nomenclature of the entries to the 
company’s books. Operating managers have only a mild concern with such 
matters; their primary interest lies in operations—efficiency, economy, 
good relations, waste, profits, good or bad supervision, etc. These are the 
things that really concern them, 


The pioneers of this new concept believed that if they had been of help 
to financial management in auditing the accuracy of accounting figures, the 
soundness of accounting controls, the adherence to accounting policies— 
they could render somewhat similar services to operating management. 
This would mean that they could analyze and verify the reliability of the 
statistical statements furnished to various operating managers, since such 
statements have a direct influence on decisions and policies. They could 
also determine whether company operating policies and programs were 
being followed, and whether there were sound and adequate controls over 
all business operations. 


In these operating areas, the internal auditor would concern himself 
not with those technical aspects of operations which were beyond his com- 
petency, but with the business administration of the operating departments. 


The new concept did not eliminate the valuable and necessary services 
embodied in the earlier activities of internal auditing—protection of assets 
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and accuracy and propriety of accounting entries. Those services are still 
an important segment of any internal auditing program. But it broadened 
the internal auditing activities to the important operating areas, so as to 
increase their constructive usefulness to top management. 


This considerably broader field of activities called for a further raising 
of the qualification standards of internal auditing. To be able to practice 
this type of auditing successfully, the internal auditor had to have character- 
istics and abilities beyond those required for the more routine assignments 
of the past. These qualifications are indicated more fully in a later section, 
titled “Qualifications and Promotional Opportunities for the Internal 


Auditor.” 


THE INSTITUTE OF INTERNAL AUDITORS 


Until 1941, the development of internal auditing was almost entirely on 
an individual company basis, but in that year THe INsTITUTE oF INTERNAL 
AUDITORS was organized with 24 members and one chapter. Its purpose 
was to exchange information and techniques between internal auditors, and 
to develop the practice of internal auditing along progressive lines. 


Tue INsTITUTE met with an immediate response. Today it is internation- 
al in scope, It has over 4600 members and over 60 chapters in the United 
States, Canada, Great Britain, Scandinavia, Australia, the Philippines, 
Japan, Central and South America, and has nonchapter members in many 
other countries. Through its research, educational and publicity activities, 
it has helped to give internal auditing a recognized status in business. 


BUSINESS FACTORS WHICH CONTRIBUTED TO THE NEED FOR EFFECTIVE 
INTERNAL AUDITING 


In closing this discussion of the evolution of internal auditing, it should 
be recognized that various changes which have taken place in industry in 
the past several decades have contributed to the development of the present 
day concept of internal auditing. Broadly, these changes involved the 
greater complexity of administrative problems and those problems which 
are the reult of the growth in sheer size of large-scale modern-day cor- 
porations. 


Among the changes which have made administration much more diffi- 
cult are: e volume and complexity of government regulations, controls and 
tax problems, the impact of world-wide conditions, keener competition, 
labor problems, and higher costs. These have seriously affected both fi- 
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nancial and operating management. They have necessitated new and more 
elaborate accounting and statistical data, And they have produced a need 
for closer and additional auditing effort. 


Again, the growth in size of corporations has had a very material effect 
in the development of the wider concept of internal auditing. 


In a small business concern, the owner is in close touch with all of his 
employees. He has a personal knowledge of the progress of all operations. 
He can be, in effect, his own internal auditor. He can note waste, irregu- 
larities, or inefficient performance ; and his personal interest in the profits 
of his business provides the impetus for watchfulness over all of its affairs. 


As a business grows larger (more employees, more transactions), this 
personal scrutiny of all activities becomes more and more impossible. In a 
large company, business cannot be conducted on a one-man control basis. 
There will be many departments, perhaps scattered geographically. There 
will be thousands or tens of thousands of employees performing a variety 
of operations. Vast sums of money will be expended and received. 


Responsibility must be delegated down through many layers of super- 
vision. Top management’s personal knowledge of the detailed activities of 
the business grows more and more remote. As a result, its activities become 
largely those of formulating policies, planning targets and programs, select- 
ing departmental managers—to whom it delegates responsibility for specific 
areas or phases of business—and receiving informative reports concerning 
the discharge of these responsibilities. 


All of these business problems have developed the need for a staff of 
trained analysts to investigate the satisfactoriness of the detailed operations 
at their source and to report directly to top management their findings and 
opinions. This will provide top management with objective information as 
to whether the policies and programs it has established are, in fact, being 
carried out. 


il 
OBJECTIVES AND SPECIFIC ACTIVITIES OF INTERNAL AUDITING 


In the section dealing with the “Evolution of Internal Auditing,” the 
general nature of the present-day concept has been outlined briefly. It indi- 
cates the continuation of the previous services of cash-protection and veri- 
fication of the propriety and accuracy of accounting data; and the addition 
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of a new field of constructive service to top management. This new service 
involves business surveys of operating departments which will furnish top 
management with information and appraisals by a gre > of trained and 
objective analysts who are not subject to the managers of the departments 
they survey, 


The purpose of this section is to define more closely the objectives, pro- 
grams and techniques of internal auditing as it is practiced today, and to 
furnish some illustrations of its application to specific activities. It should 
be stated, however, that although there is a general conformity to the over- 
all concept in nearly all companies, there are variations in the scope of 
activities as between various companies. These variations are due to a 
number of factors—type of industry, management viewpoints on the sub- 
ject, etc. 


INSTITUTE’S “STATEMENT OF RESPONSIBILITIES OF THE INTERNAL AUDITOR” 


In 1947, Tue INstITUTE or INTERNAL AupiTors published an official 
statement defining the responsibilities of the Internal Auditor. This State- 
ment was revised in 1957 to give effect to the still broader concept of in- 
ternal auditing which had developed since the original Statement was issued. 
The revised Statement reads as follows: 


STATEMENT OF RESPONSIBILITIES 
OF THE INTERNAL AUDITOR 


FOREWORD 


In 1947, Tue INsTITUTE OF INTERNAL AvupiITorRs published for the first 
time a “Statement of Responsibilities of the Internal Auditor.” In the 
Foreword to that Statement recognition was given to the fact that “new 
conditions and needs, and further development in the professional stature 
of the internal auditor might well warrant in future years some revision of 
the Statement.” 


Over the period of ten years since the Statement was published, ther 
has been a continuing development of the profession. Tue Institut 
therefore, believes it advisable at this time to issue a Revised Statement, 
which shall express the still broader concept of internal auditing, which 
it holds today. 


NATURE OF INTERNAL AUDITING 


Internal auditing is an independent appraisal activity within an organi 


zation for the review of accounting, financial and other operations as a 
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basis for service to management. It is a managerial control, which functions 
by measuring and evaluating the effectiveness of other controls. 


OBJECTIVE AND SCOPE OF INTERNAL AUDITING 


The over-all objective of internal auditing is to assist all members of 
management in the effective discharge of their responsibilities, by furnish- 
ing them with objective analyses, appraisals, recommendations and perti- 
nent comments concerning the activities reviewed. The internal auditor 
therefore should be concerned with any phase of business activity wherein 
he can be of service to management. The attainment of this over-all objec- 
tive of service to “agement should involve such activities as: 


-Reviewing and appraising the soundness, adequacy and application of 
accounting, financial and operating controls. 


—Ascertaining the extent of compliance with established policies, plans 
and procedures. 


-Ascertaining the extent to which company assets are accounted for, and 
safeguarded from losses of all kinds. 


-Ascertaining the reliability of accounting and other data developed with- 
in the organization. 


—Appraising the quality of performance in carrying out assigned respon- 
sibilities. 


AUTHORITY AND RESPONSIBILITY 


Internal auditing is a staff function rather than a line function. There- 
fore the internal auditor does not exercise direct authority over other per- 
sons in the organization, whose work he reviews. 


The internal auditor should be free to review and appraise policies, 
plans, procedures, and records; but his review and appraisal does not in 
any way relieve other persons in the organization of the responsibilities 
assigned to them, 


INDEPENDENCE 
Independence is essential to the effectiveness of the internal auditing 
program. This independence has two major aspects: 


1. The organizational status of the internal auditor and the support 

accorded to him by management are major determinants of the 
range and value of the services which management will obtain from 
the internal auditing function. The head of the internal auditing 
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department, therefore, should be responsible to an officer of suffi- 
cient rank in the organization as will assure a broad scope of activi- 
ties, and adequate consideration of and effective action on the find- 
ings or recommendations made by him. 

2. Since complete objectivity is essential to the audit function, internal 
auditors should not develop and install procedures, prepare records, 
or engage in any other activity which they normally would be ex- 
pected to review and appraise. 


* * * 


In addition to defining in broad terms the Nature, Objectives and Scope 
of present-day internal auditing, the Statement lists certain specific activi- 
ties which are illustrative of its area of service. It will be noted that these 
include verification, analysis and appraisal aspects; and deal with controls, 


policies, assets, accounting and statistical data, and personal performance. 


“Verification” auditing deals not only with the accuracy and propriety 
of financial statements and underlying data, but with statistical data neces- 
sary to the analysis and appraisal of operating performance. 


Since the verification of financial data is familiar to students of account- 
ing and auditing, the explanations offered in subsequent paragraphs will 
deal quite largely with the newer field of internal auditing—verification of 
operating data, analysis and appraisal. 


It should be apparent that in this broader scope the internal auditor 
continues his services as a financial auditor, but supplements this by acting 
as a business analyst. 


APPROACH TO INTERNAL AUDITING 

The outstanding difference between present-day internal auditing and 
that of the past is in the mental approach to audit examinations. Formerly, 
the internal auditor’s mind was keyed to the one thought of determining 
whether records were accurate—mathematically and in terms of accounting 
handling. Today—whether the examination bears on financial records or on 
operations—he asks himself such questions as: “Do these figures or opera- 
tions indicate conditions that are satisfactory or unsatisfactory to the over- 
all objectives of the business?” “What do my analyses tell me as to losses, 
policy failures, trade relations, etc. ?” 


As a representative of top management, he must train himself to think 
in management terms. As he does so, he realizes that although mathemat- 
ical and accounting nomenclature accuracy is important—since many of 
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his conclusions are drawn from records—there are many attitudes and 
viewpoints in which a manager’s mind differs from that of a routine 
accountant. 


He recognizes that it would be quite illogical to assume that top 
management is interested only in accounting affairs. Instead, its interests 
cover all activities. Company policies must be followed in every department, 
Instructions that are sound and understandable, and intelligently developed 
control systems are as necessary in operating departments as in accounting. 
Timeliness of action and coordination with others are essential throughout 
all departments. Actions can take place in any department that will affect, 
adversely or favorably, over-all company activity or customer or employee 
relationships. Managers-everywhere in the company should have data that 
will tell them whether they are doing a good managerial job. 


The internal auditor with a “management” viewpoint will be attempting 
to analyze and appraise the performance of various departments as to such 
matters. How far he goes into these matters will depend on the wishes of 
his particular management. In some companies, he will have quite wide 
latitude; in others, he may be somewhat restricted. However, irrespective 
of the breadth of his scope, his mental approach will be that of a “manage- 
ment-minded” auditor. 


SOME FACTORS TO CONSIDER IN THE PRACTICE OF INTERNAL AUDITING 


1. In the field of financial auditing, there are standardized rules and 
guides for appraisal. Over the years, certain principles and methods 
have become generally accepted; and performance is measured 
against them. The financial auditor has rather complete road maps 
to guide him in his appraisal. 


2. When the internal auditor leaves this area of financial accounting, 
there are no such road maps to guide him. He must acquaint him- 
self with varied operating conditions. He must learn the expectancies 
of his own particular management. He must apply these to nonuni- 
form situations, using his analytical and reasoning powers, in order 
to appraise performance. 


3. Actually, he will apply to these new situations many of the basic 
techniques with which he became familiar in financial auditing. He 
will seek source data to see whether they substantiate summary 
operating reports furnished to operating management covering vari- 
ous activities or conditions (status of work, flow of operations, etc.). 
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4. The entree into almost every examination is through the medium 
of records. Every organization makes documents covering its various 
activities and transactions and maintains resumes of work. These 
documents may be compiled in terms of dollars, quantities, time, 
percentages of completion or other symbols. They can all be audited 
as to their integrity. 


uw 


Although financial auditing techniques—plus others—are used, an 
auditor trained in just these techniques may not be immediately suc- 
cessful in this new field. He will serve a period of internship before 
he can use his instruments with facility. He is operating under new 
and strange conditions, and it will take time for him to be sure just 
how to apply his techniques. 


6. It will take time, particularly, to reorient his thinking—to apply the 
appraisals, perspectives and tolerances of management. An operating 
action cannot be judged as rigidly as an accounting entry, where 
there must be absolute precision in dollar accounting. In some opera- 
ting figures, however, the maintenance of such precision might be 
out of all proportion to the cost involved. Judgment—not rigidity— 
must be applied. 


ILLUSTRATIONS OF “MANAGEMENT” TYPE AUDITING 

It is not feasible—or necessary—to make a complete list of all audits 
in which the “management viewpoint”—as well as the “verification” one— 
can be applied. Four areas familiar to the outside accountant have been 
selected, so as to indicate the differing objectives which the internal auditor 
seeks to achieve. In addition, some areas are discussed in which the internal 
auditor will practice, but which except under very unusual circumstances 
would be beyond the outside accountant’s field of work. 


These illustrations should serve to contrast the activities of the two 
groups. 


Accounts Receivable. The internal auditor will not merely verify by 
circularization the existence and accuracy of the receivables shown on the 
books. Since it is a matter of vital interest to management, he can seek to 
determine, as a part of the program of confirmation letters, the opinion of 
customers as to the service furnished by the company in both operating and 
accounting matters. In addition, he can examine the correspondence files 
to determine whether requests or complaints have been handled promptly, 
courteously, and intelligently. 


It may be that although the account balance at the time of the verifi- 
cation is correct, too many mistakes have been made over a period of time 
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in invoices, credits, etc. All such mistakes irritate customers and undermine 
those good relationships which are essential to a continuity of business. 


Credit Administration. The internal auditor’s concern goes beyond the 
aging of accounts and the propriety of reserves for bad debts. It extends to 
the manner in which credit policies have been administered. Has there been 
laxity in observance of policies or collection effort? Has there been over- 
rigidity in applying policies which has hindered legitimate sales efforts? 
Has credit correspondence been of such a nature as to effect collections with- 
out at the same time creating unnecessary ill-feeling? In other words, has 
there been a proper balance of collection aggressiveness and good judgment ? 


Invoices and Statements. Are invoices and statements issued promptly 
as well as accurately? Dilatoriness may delay collections for more than just 
a few days; in some instances customers who are short of money may work 
on the basis of first come first served for the current month. Inaccurate in- 
voices and statements inevitably irritate customers and produce bad pub- 
licity. 

Inventories. The internal auditor with a management slant will do more 
than observe physical inventories, reconcile them with books, and see that 
the adjustments are reasonable. 


It may be that for various reasons a large number of discrepancies 
appear both in quantities and in dollars; but inasmuch as they consist of 
both overs and shorts (in many instances totally unrelated), sizable gross 
differences in values will “net” to an amount which comes within a general- 
ly accepted tolerance from an accounting standpoint. 


Such a condition would indicate inaccurate ledger work or poor stores 
documentation, and a general condition quite unsatisfactory to management 





from an efficiency standpoint—all this, despite the acceptability from a 
write-off standpoint. Furthermore, it might be that a thorough investigation 
of differences (both over and short) might reveal quite unsatisfactory 
practices. 

Again the internal auditor will inspect stores housekeeping conditions 
to determine whether they were such as to produce prompt shipments, etc. 
These are matters of considerable importance to management, although 
not directly connected with accounting. 


In addition, he will determine that policies applicable to such matters 
as time storage limitations are being observed. (Certain articles will deter- 
iorate and should be used first; otherwise, it may be necessary to scrap 
them. ) 
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In many departments in a company records or activities are not a part 
of the chain of data which ultimately is given effect to in the financial 
statements, Some of these records may affect financial data indirectly; a 
larger portion of them are the mechanisms by which the flow of operations 
is controlled. Many of them do not contain any recognition of dollars. 
They are records of what operations have taken place, whether they are on 
schedule or not, volume of work performed, results versus expectancies, 
etc. Some of them inform immediate supervision only; others reach higher 
management. 


Each such department has responsibilities, policies, programs and de- 
tailed procedures. These need review as to soundness and adequacy. The 
satisfactoriness of performance needs review. 


In these departments day by day the many and varied detailed operations 
of the big business machine are performed. Top management has little 
opportunity to scrutinize these detailed activities that produce the con- 
densed reports it receives. Certainly, then, objective examinations and ap- 
praisals by men trained in analytical work and independent in status are 
of value to management. 


Because of the variety of such activities in different industries, and the 
varied desires of particular managements, it is only possible in an outline 
such as this to indicate the general nature of such audits by a few illustra- 
tions—and even these can be but sketchy. 


PURCHASING 


Every company affords an opportunity to examine the purchasing activi- 
ties. Such an examination would seek to offer to top management an ob- 
jective appraisal of these extremely important activities. 


Analyses would be made to determine whether purchasing policies were 
being carried out ; whether the department had developed and was making 
use of records furnishing complete data as to sources of supply; whether 
procedures had been developed and were being followed strictly in the 
matter of placing orders without favor—through bids, etc.—and whether 
there were proper working relationships with other company departments 


In summary, these studies would seek to offer an objective appraisal of 
the entire Purchasing Department activity. Since purchasing represents 
the ultimate expenditure of a very large proportion of company funds, it 
is extremely important that top management know whether it is controlled 
to the extent expected. 
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FACTORY OPERATIONS 


In a large factory, management must depend to quite an extent on vari- 
ous reports of a nonfinancial nature to exercise control over both efficiency 
and cost. Independent verification is required to determine the reliability 
of these data, but before the internal auditor can pass on the validity of the 
reports he must gain an understanding of operations. Again, a vast mass of 
paper controls the status of work and the movement of material and of 
fabrication processes. Lack of good systems, inaccuracies, unintelligence, 
and lack of timely compilation of records may bring about costly tie-ups or 
outright losses, There may even be a parallel in these areas to financial 
manipulations ; i.c., improper information deliberately furnished in order 
to cover an unsatisfactory situation. An objective, intelligent appraisal of 
such matters will be of considerable assistance to management. 


Because the activities of an operating department may be quite varied 
and complex, it is particularly important that, in audits in these areas, the 
internal auditor shall be quite precise in reporting the specific activities he 
did, or did not, audit ; that he familiarize himself thoroughly with the opera- 
tions and governing policies and procedures; that he plan his audit care- 
fully and obtain all of the facts—favorable or unfavorable; and that his 
reports—oral and written alike—be intelligent, carefully stated, and com- 
pletely fair. 

a a 
OTHER AREAS 


Rather than attempt to detail the many areas in which the internal 
auditor may be useful, and the objectives sought, it might be sufficient to 
suggest that they could well include such varied matters as: 

Personnel Administration, including Wage & Salary policies 

Traffic operations 

Receiving, Shipping, and Inspection activities 

Scrap, Salvage, and Surplus Materials 
Efficient use of company product containers 
Special analyses of product losses 
Reclamation activities 
Analyses of surplus stocks-—propriety and cause 
Tool control 
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IV 
ORGANIZATIONAL STATUS OF THE INTERNAL AUDITING STAFF 


The organizational designation of the internal auditing group varies 
with companies. In some, it will be known as the Auditing Department ; in 
others, as Auditing Division, Internal Auditing Department, etc. 


Similarly the head of the department, division, etc., will carry the title: 
General Auditor, Manager of the Auditing Department, Chief Internal 
Auditor, etc. 


NEED FOR INDEPENDENCE 


In that section of Tue InstituTe’s “Statement of Responsibilities of 
the Internal Auditor” titled “Independence,” previously cited, it is stated 
that : 


“The organizational status of the internal auditor and the support 
accorded to him by management are major determinants of the range 
and value of the services which management will obtain from the in- 
ternal auditing function. 


The head of the internal auditing department, therefore, should be 
responsible to an officer of sufficient rank in the organization as will 
assure a broad scope of activities, and adequate consideration of, and 
effective action on, the findings or recommendations made by him.” 


It will be noted that this discussion of the organizational status of the 
internal auditor is treated from the standpoint of his “independence.” In 
order to be of real service to top management, he must be in a position to 
state his findings and express his opinions as freely and as strongly as the 
conditions demand. The internal auditor should not have authority over 
the departments he audits; neither should any department which he audits 
have authority over him. 


The person to whom the head of the internal audit group reports must, 
therefore, be someone who is a part of top management, someone who can 
assure that internal auditing is not improperly restricted in scope—because 
some department managers may not wish to be subject to audit—and some- 
one whose status will ensure that audit reports are received with respect 
and that necessary corrective actions are taken. 

The title of the officer to whom the head of the auditing staff reports 
is not important, but he must have the status described above if internal 
auditing is to be effective. 











76 The Internal Auditor 


ACCOUNTABILITY OF CHIEF INTERNAL AUDITOR 


““— - 


In 1957 Tue Institute or INTERNAL AvuDIToRS made a survey cover- 
ing the internal auditing practices of its members. One of the questions 
asked was: “What is the title of the executive to whom the chief internal 
auditor reports?” Replies from 317 firms showed the following : 


Board of Directors 21 
President 23 
Vice President 53 
Controller 136 
Treasurer 54 
Other 30 


3anking and insurance companies comprised 13 of those reporting to the 
Board of Directors and i7 of those reporting to the President. In other 
companies, therefore, the preponderant practice is to report to the Corporate 
Controller, to a Vice President (usually Executive or Financial), or to 
the Corporate Treasurer. 


In those years when internal auditing dealt only with accounting mat- 
ters, it was considered as a natural segment of the Accounting Department. 
Now that its scope has broadened, it is no longer part of the Accounting 
organization, 


Although the Corporate Controller has general responsibility for ac- 
counting, immediate responsibility usually is (and should be) vested in a 
lesser manager, bearing a title such as Chief Accountant. Where the Con- 
troller exercises authority over internal auditing, it is separate and apart 
from accounting. Because of this organizational separation from the Ac- 
counting Department, the internal auditor is in a position to comment freely 
when necessary on the performance of the Accounting Department, since 
it, like other departments, has no authority over him. 


If, on the other hand, the Controller is not a member of top manage- 
ment but is in effect a Chief Accountant, directly responsible for the de- 
tailed accounting work, then it would not be good organization for the 
internal auditor to report to him. His independence would be restricted and 
his value, perhaps, nullified. The governing factors in the organizational 
placement of internal auditing are independence of comment and powerful 
support for its recommendations. 
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QUALIFICATIONS AND PROMOTIONAL OPPORTUNITIES 
FOR THE INTERNAL AUDITOR 


The practice of this broad scope of internal auditing sets up a quite 
high standard of qualifications in the hiring of those who are to participate 
in the audit program. It also requires that the audit staff management keep 
very closely in touch with the progress of all staff members; carry on well- 
thought out methods of training; and develop personnel rating programs, 
so as to be cognizant of the strengths and weaknesses of each member. 


Men who are chosen because of exceptional ability, who receive a close 
personal training, and whose activities permit them to become acquainted 
with the many activities of their company and with its various managers, 
have excellent opportunities for promotion. 


The essential qualifications, the training methods, and the promotional 
opportunities are discussed in the paragraphs which follow. 


QUALIFICATIONS FOR INTERNAL AUDITING 


Although planning and supervision of the internal auditing program 
are extremely important, its success will depend largely on the caliber of 
the staff members who are to carry it out. Hence, applicants must be 
screened very carefully, and after they have been hired must be develuped 
by a well-planned training program. 


Selection. A survey in 1957 indicated that hirings into internal auditing 
staffs were almost equally divided between transfers of employees from 
other departments within the company and hirings from such sources of 
supply as college recruiting, certified public accountants, employment 
agencies, and newspaper advertising. 


In the screening of applicants, the personal interview is particularly 
important. These interviews are supported by analyses of application forms, 
references, and (in some companies) by intelligence tests. Qualifications, 
as well as hiring tests, will vary by companies. Nevertheless, certain basic 
expectancies are uniform. 


A successful applicant must have a satisfactory educational background 
—particularly in accounting and language. Accounting knowledge is re- 
quired in many phases of auditing, and a thorough education in both oral 
and written English is imperative. Internal auditing activities call for con- 
stant questioning of employees and discussions with various levels of 
management. The written audit report is the vehicle by which the findings 
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and opinions of the internal auditor are conveyed to all concerned. It must 
be a first-class production. (The audit report will be discussed more fully 
in a later section.) 


Experience (including internal auditing) in other business concerns 
may, in some instances, be valuable—particularly in the operating depart- 
ment areas of internal auditing. 


The “personality” factor is important. An internal auditor’s relationship 
with individuals at various levels of authority means much in obtaining 
successful results. A pleasant spoken, neat-appearing, poised, and tactful 
individual will be much more likely to get necessary information from em- 
ployees and receive management acceptance than an arbitrary, tactless in- 
dividual. 


But, back of education, experience and personality, the basic character- 
istics and abilities are sought ; and every effort is made during the analysis 
of an applicant to discern them. This is difficult, and impressions at the 
time of interview may later be found to have been in error. These basics 
include: reliability, willingness to cooperate and work smoothly with assoc- 
iates and others, a keen mind, initiative, reasoning powers, judgment and 
fairness. These characteristics and abilities are the foundation on which 
the auditor’s future development in techniques and accomplishments will 
be built. 


Training. The methods used in teaching the internal auditor the ob- 
jectives and techniques of his profession may vary, to some extent, as be- 
tween companies ; but there is, nevertheless, 2 considerable uniformity. 


After personal discussions with the head of the staff, the new auditor 
will read the staff manual of policies and general instructions, study com- 
pany organization charts, and review selected audit reports, so as to ob- 
tain a general acquaintance with the nature and end product of internal 
auditing. 


Staff meetings are held from time to time. Programs will vary, 
but will probably include formal talks by staff and other department manage- 
ment (to educate the internal auditor in company operations), panel ses- 
sions and general discussions. Beyond these, there will be “on-the-job” 
training. The senior auditor of the job is charged with the responsibility not 
only of conducting the job, but of giving the new auditor the benefit of 
his own experience. Staff management will, at intervals, review the progress 
of the new auditor in a personal discussion with him. 
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Any internal auditor, however—regardless of the training aids pro- 
vided—must recognize that the extent and speed of his development rest 
on his own shoulders. He must give time and real effort to the study of 
his profession; and, where necessary, take additional outside educational 
courses. 


Audit Reports. An extremely important requisite to the success of an 
internal auditor is the ability to present his findings and appraisals in a 
clear and convincing manner. Heads of auditing staffs are in almost com- 
plete agreement that the most difficult and arduous aspect of training pro- 
grams is to teach their men to be good report-writers. 


Despite the fact that they have taken English courses at school, young 
auditors rarely seem able to organize and write a report that is arranged 
logically and attractively and that is clear, interesting, and convincing in 
language. In many instances, even construction and use of words are 
below par. A tremendous amount of time is consumed in editing audit re- 
ports so that they will be satisfactory productions. 


It is regrettable that many college students do not study the “Art of 
Presentation” with the same degree of earnestness that they give to the 
technical aspects of Accounting, Engineering, etc. Actually, much able 
technical effort is dissipated by inability to present results skillfully. “Pre- 
sentation” is a matter of great importance in many professions. 


An internal auditing report is addressed to managers at various levels— 
not only to top management, but to managers whose work is being ap- 
praised and who will react critically to a poorly prepared report. 


In the published report the internal auditor has placed himself on record 
as to his findings and opinions. If the data, language and conclusions are 
not the end result of extreme care and intelligent thought, the auditor’s 
work may be discredited in the eyes of management. 


Reports covering accounting matters do not present as many problems 
as those affecting operating matters. In general, in the verification and re- 
porting of examinations of accounting departments the internal auditor is 
dealing with absolutes. Mathematical accuracy and accounting propriety are 
correct or they are incorrect. But in operating matters, where “narrative- 
style” reports predominate, expressions of fact and opinion involve con- 
siderations of judgment, degree of significance, etc. As a result, this type 
of report demands greater skill than does the more formal accounting type 
of report. 
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The report must be such as to gain and hold a busy manager’s attention 
while the auditor tells him what he has found and what he thinks of what 
he has found. By its clarity of arrangement and language, it must become 
a document that is easy to read. Short sentences, short paragraphs, sufficient 
caption breaks, and a direct style of language will contribute to such a 
result. 


Students should, therefore, prepare themselves for this important tech- 
nique while they are in college, by giving full recognition to the values of 
their English classes. 

*” * * 


The preceding paragraphs have dealt with the matter of “presentation” 
in written form. The internal auditor has also to become accomplished in 
“oral presentation.” Many personal reviews with management must be 
undertaken. The ability to organize material, discuss it intelligently and 
interestingly, and to debate issues firmly, but tactfully, is a decided asset 
to an internal auditor. 


PROMOTIONAL OPPORTUNITIES FOR THE INTERNAL AUDITOR 


Internal auditors are classified into several groups, corresponding closely 
to the junior, semi-senior, supervisor and manager classifications of the 
public accounting field. Each of these groups has a minimum and maximum 
salary rate. The internal auditor will receive increases within his classifica- 
tion and progress into higher groups as his capability is demonstrated. 


His promotional opportunities, however, are not confined to the internal 
auditing organization—since that organization is a natural training-ground 
for advancement into better positions in other departments of the company. 
Some of these positions may well be of a supervisory nature—which, in 
turn, may lead to those on a management level, 


From previous descriptions of the activities of the internal auditor, it 
should be recognized that he has had the opportunity to become quite well 
acquainted with the policies, programs, personnel and detailed operations 
of a large number of company departments. (This is particularly true in 
those companies where the audit program is very wide in scope.) Such an 
opportunity provides a liberal education in company affairs; and, since he 
is taught to approach all of his audit investigations from the viewpoint of 
top management, he is receiving a pre-management course. 








Moreover, in his surveys and reviews he talks with many members of 
management and has the opportunity of attracting their favorable attention 
to him. This may be to his advantage in the future. And all through his 
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service on the auditing staff he is gaining knowledge of the business as a 
whole, and of how each department contributes to it. 


None of the foregoing comments is intended to suggest that every in- 
ternal auditor will become a supervisor or manager. Such an eventuality 
will depend primarily on two things: 


1. Whether the internal auditor, by intelligent and conscientious effort, 
has made the most of his opportunities. This means that he has con- 
tinually striven to improve his knowledge of company affairs and to 
correct any personal weaknesses that have come to light. 


tN 


The extent of the opportunities which open up in his particular 
company. There may be considerable variation between companies 
because of such factors as organizational structure and managerial 
attitudes. 


Promotion might lead into either a financial or an operating depart- 
ment. In large companies, which have subsidiaries, a capable internal 
auditor might be appointed Chief Accountant, and possibly, because of 
all-around financial and operating knowledge gained in his internal auditing 
activities, be subsequently appointed as a manager or even official. Such 
moves have been made on a number of occasions. However, as in all 
walks of life, progress such as this depends on outstanding ability and 
fortunate opportunity. 
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READINGS OF INTEREST 
TO INTERNAL AUDITORS 


THE MANAGEMENT AUDIT 


Victor Lazzaro, Merrill Lynch, Pierce, Fenner and Smith 
Published in Systems and Procedures, May 1960 
(4463 Penobscot Building, Detroit 26, Mich.) 


The purpose of this article is to demonstrate that the Management 
Audit (which is “a comprehensive and constructive examination of 
an organizational structure of a company .. . its plans and policies, 
its financial controls, its methods of operation, and its use of physi- 
cal facilities”) is a logical function to be undertaken by a Methods 
and Procedures Department. One of the reasons given for the choice 
of the Methods and Procedures Department is that it is “better quali- 
fied to make objective analyses than any other organizational com- 
ponent.” (1!) 


Before the author proceeds to the details of the Management Audit, 
he dismisses the internal auditor from consideration for this work 
in the following paragraph: “Some efforts have been made by in- 
ternal auditors to use the Management Audit. However, an internal 
auditor is concerned basically with the control of money or the safe- 
guarding of property through good accounting procedures. He usually 
checks procedures for inventory, accounts receivable, accounts pay- 
able, purchasing controls, etc. As a by product of his primary purpose, 
an internal auditor may comment in his report about qualities of 
supervision and compliance with regulations. To emphasize further 
the limited interest of an internal auditor in this area, a recent descrip- 
tion of a university course in internal audit mentioned that ‘a new 
area for discussior in the course is the Management Audit.’” (This 
is the first time thf reviewer has seen a description in a university 
catalog used as an authoritative reference. One wonders whether our 
profession is lagging—or is it the university?) 


The article then proceeds to go into the requirements and the scope 
of Management Audits. In addition to some of the areas familiar to 
most internal auditors, the author covers under “evaluation of per- 
sonnel” such factors as “capacity, ability, appearance and cooperation 
of all employees and the extent of their training.” The proposed pro- 
gram includes such broad objectives as “general appraisal of opera- 
tions” and “actual productivity in comparison to standard and quality 
of work.” Since no limitations are proposed, we are to assume that 
this would cover manufacturing as well as office operations. 


As a result of the audit, “for a manager, a favorable report may be 
a good reason for his receiving a financial reward or a promotion. 
A poor report tells him to do something to overcome his deficien- 
cies.” (!) 

We recommend this article to our readers—not that we agree with 
it—but rather because we heartily disagree with quite a lot of it. 


_ Ss 
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INTERNAL AUDIT—PRAISE AND CRITICISM 


Ralph S. Roberts, United States Department of Agriculture 
Published in The Federal Accountant, June 1960 
(1523 L Street, Washington 5, D. C.) 


The job of the internal auditor is to appraise and criticize the opera- 
tions he audits—the work of others. The author feels that perhaps 
some self-appraisal is in order. In government today there are serious 
differences of opinion on the efficacy of internal audits. The author 
feels that these “result not from honest differences regarding basic 
concepts and principles, but rather from the manner of their appli- 
cation.” 


Internal audit was originally purely financial and required that the 
auditor’s training be in financial matters. The widening of scope which 
has developed into “operational” or “management-type” audits re- 
quires a much fuller background. How often does the auditor have 
this? How much of the basic operating problems does he understand ? 


The author writes of government agencies and discusses some changes 
in his own department, but the questions raised could well be con- 
sidered by auditors in private business. 


OPERATIONS RESEARCH—A CHALLENGE TO ACCOUNTING 


Robert M. Trueblood, Touche, Ross, Bailey and Smart 
Published in The Journal of Accountancy, May 1960 
(270 Madison Avenue, New York 16, N. Y. 


“Together, operations research and the computer are the basis for an 
entirely new management technology that may well revolutionize 
business management in our time.” A general definition of operations 
research would be “application of scientific techniques to problem 
solving.” Several misconceptions exist—one that OR is simply th« 
use of sophisticated mathematical techniques (which actually are one 
method, not the whole of OR) for problem solving, another that OR 
is aimed at the optimum answer to a problem, whereas it can find 
several possible answers. 


“Operations research not only is furnishing new types of information 
but also is demanding new types of information.” At the same time, 
the computer is expanding our abilities in dealing with many factors 
and is demanding new techniques and new types of information. The 
author feels that OR and the computer are making it impossible for 
the accountant to proceed as before, or even to make minor changes 
A whole new concept of accounting and of training are required to 
equip the accountant to meet the challenge and grasp the oppor- 
tunities presented. Will accountants meet the challenge and lead in 
application of OR, or will their role in aiding management in problem- 
solving decline ? 
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MANUAL FOR MISSION TREASURERS 
George Gibbs, Protestant Episcopal Diocese of Los Angeles 


This manual is organized in the following sections: Organization, 
Personnel, Physical Properties, Financial Policies and Practices, 
Accounting, Reports of Mission Treasurer, Special Offerings, Transi- 
tion of the Mission to a Parish, Reference Materials, Annual Audit 
Procedures, and appendices covering computation of assessments and 
the records and forms for mission treasurers. 


Although this manual has been prepared to aid mission treasurers of 
the Los Angeles Diocese, the completeness of its coverage recom- 
mends it to treasurers of other faiths (many of whom are internal 
auditors in business life) to aid in performance of their own duties. 
A previously published companion volume, “Manual for Parish 
Treasurers,” is also available. 
The Diocese of Los Angeles 
615 South Figueroa Street 
Los Angeles 17, California 
65 pages. Price $5.00 


RELIANCE UPON OTHER AUDITORS 

W. D. Sprague, Arthur Andersen & Co. 

Published in The Journal of Accountancy, February 1960 
(270 Madison Avenue, New York 16, N. Y.) 


The growth of American business through both expansion abroad and 
such means as merger and diversification at home has required in- 
creased collaboration and cooperation among accountants. For va- 
rious reasons other auditors may be used in audits of subsidiaries and 
branches, and the question arises of how the principal auditor should 
deal with the reports of the other auditors. 


The author, a former member of the committee on auditing procedure 
of the American Institute, discusses in some detail various phases of 
this problem: what is or should be the extent of coverage by others; 
how should the principal auditor refer to other auditors in his report; 
what inquiry should be made concerning the standards of other 
auditors—particularly in foreign countries; what responsibility should 
the principal auditor have for reviewing the work of the other audi- 
tor ; what problems does the other auditor face in his audit of branches. 


OVER-ALL CHECKS IN AUDITING 


Leopold A. Bernstein, Lybrand, Ross Brothers and Montgomery 
Published in The Journal of Accountancy, June 1960 
(270 Madison Avenue, New York 16, N. Y.) 


Over-all checks provide a broad view of the interrelationships of 
data under audit in terms of the company itself and of the industry. 
The author feels that this procedure is assuming greater importance 
due particularly to the introduction of electronic data processing and 
to the increasingly complex business problems and complex tools for 
their solution in our advanced society. 
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Illustrations are given of the use of various types of over-all checks 
in current assets, fixed assets, current liabilities, long-term liabilities 
and capital accounts, sales, cost of goods sold, and gross profit. 


Over-all checks provide a broad view of the company’s financial pic- 
ture, enable the auditor to aid the company more effectively, and often 
save audit time through reducing the amount of detail checking 
necessary. 


TODAY’S CHALLENGES TO THE CONTROLLER 
Dudley E. Browne, Lockheed Aircraft Corp. 
Published in The Controller, June 1960 

(Two Park Avenue, New York 16, N. Y.) 


The controller today faces challenges in many areas of his job. Within 
his own function the controller is often found moving away from the 
concepts of controllership set forth by the Controller’s Institute. 
Such a situation has led to creation of new executive positions cover- 
ing some of the functions normally handled by the controller. The 
author discusses some of the shortcomings leading to this situation 
and ways to overcome them. 


Other internal challenges to the controller come from the attitude 
of management, from administrative systems and from data pro- 
cessing. External challenges come from attempts to bring about more 
standard financial reporting, from other members of top manage- 
ment representing the financial function, from relations with the 
Federal Government and from labor. 


The final challenge is for the controller to examine himself, his 
values and his accomplishments. Appended to this article is a piece 
titled “What Is a Controller,” which should be of interest to many 


AUDITS OF INSURANCE COMPANIES 


Walter L. Schaffer, Lybrand, Ross Brothers and Montgomery 
Published in the Journal of Accountancy, March 1960 
(270 Madison Avenue, New York 16, New York 


The American Institute of Certified Public Accountants’ committee 
on insurance accounting found as it started its study that the pre- 
scribed methods of reporting for insurance companies were greatly 
at variance with established methods used for business enterprises 
in general. The financial statements issued are generally adequate for 
policyholders, but in those companies which have stockholders further 
statements are necessary. 


In this article the author, chairman of the American Institute’s com- 
mittee, discusses the differing practices discovered in the insurance 
industry and the recommendations of the committee for dealing with 
such variances in preparation of financial statements. Phases discussed 
are the conventional statement, method of valuing investments, pro- 
vision for taxes, other financial practices, data in published state- 
ments, policyholders’ interests, information for stockholders, and the 
wording of the auditor’s opinion 
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PROBLEM IN DECENTRALIZED PROFIT RESPONSIBILITY 


John Dearden, Harvard Business School 
Published in Harvard Business Review, May-June 1960 
(Soldiers Field, Boston 63, Mass.) 


Decentralized profit responsibility gives top management the oppor- 
tunity to concentrate on long-range objectives, leaving day-to-day 
decisions to divisional managers. However, for this system to be 
etiective there must be a community of interests between the divisions 
and the company. The author asserts that the reason such systems so 
often fail is that there is no such community of interests—that many 
systems actually encourage incorrect decisions by divisional manage- 
ment. 


The author discusses in some detail—with case examples—the im- 
portance of the methods of valuing facilities and depreciation to the 
community of interests necessary to successful decentralization of 
profit responsibility. After discussion of methods which do not pro- 
mote a community of interest the author presents a plan which he 
feels will eliminate the problems raised by present systems and in 
many cases actually simplify the keeping of satisfactory records and 
accounts. 


THE SILENT LANGUAGE IN OVERSEAS BUSINESS 
Edward T. Hall, Washington School of Psychiatry 


Published in Harvard Business Review, May-June 1960 
(Soldiers Field, Boston 63, Mass.) 


Americans are entering increasingly into the international business 
scene, yet are too often “innocents abroad.” The American business- 
man is often shocked by foreign customs, finding them completely 
different from his own. The author discusses the cultural differences 
in concepts of time, of space, of material possessions, of friendship 
patterns and of agreements. Americans who do not understand these 
practices, or who are unwilling to take the time necessary to deal 
in the local manner, often find themselves the losers. 


The “silent language” of a country is of tremendous importance in 
dealing with its people. “Our present knowledge is meager, and much 
more research is needed before the businessman of the future can go 
abroad fully equipped for his work. Not only will he need to be well 
versed in the economics, law and politics of the area, but he will have 
to understand, if not speak, the silent languages of other cultures.” 




















EMPLOYMENT SECTION 


This employment section is offered as a service to members and 
others who may be seeking employees or who may be interested 
in new employment. All replies should be addressed to the 
advertiser—if name is given—or addressed to The Institute 
of Internal Auditors, 120 Wall Street, New York 5, N. Y., with 
reference to the Box “E” number, Space rate upon request. 





INTERNAL AUDITOR POSITION WANTED 
AT LEAST 50% TRAVEL 

Internal Auditor with eight years of multi-plant audit 
experience seeks position in Chicago or within two 
hundred miles of that city. Applicant accustomed to 
heavy travel, able to convince Management of the need 
for corrective action, and has a positive approach to 
internal auditing. Age 38. B.S, degree from Big Ten 
university. Tactful and compatible. Resumés and copies 
of audit reports furnished upon request. Box E-199. 














SITUATION DESIRED 
SENIOR INTERNAL AUDITOR 


Executive management audits in Military, Government 
and civilian corporations. Experienced—banking, retail 
merchandising chain and central operations, manu- 
facturing and sales—multiplant domestic and foreign 
operations. Reports in Spanish, Italian and French. 
Detailed analyses of all phases of diverse accounting 
systems, credits, corporate structures, manufacturing 
and procedural systems, costs, property evaluations, 
personnel structures, tax and exchange regulations, re- 
serves, funds, rebates and contractual relations with 


private and Government sources. Family considerations 
require change. Member I. I. A. Reply Box Number 
E-200. 
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BANK AUDITOR WANTED 


Mutual Savings Bank, located in mid-west, has position 
open for Assistant Bank Auditor to understudy present 
Auditor nearing retirement age. This bank, over $300 
million assets, offers many employment benefits, career 
opportunity and a management position. Position calls 
for typical internal bank auditing, including banking 
operations, mortgage and mortgage servicing, etc. Desir- 
able qualifications include college training or CPA back- 
ground plus bank experience in auditing, accounting or 
comptrolling, Experience with automation, EDP helpful 
and desirable. Age 48-55. Salary open. Please reply to 
Box E-201, stating age, experience, present position, 
reason for desiring change, and approximate salary re- 
quirements. 






































Collections of Conference Papers 


WIDENING OUR HORIZONS 








Eighteenth Annual Conference—5 popers Price $1.50 
OPERATIONS AUDITING 

Seventeenth Annual Conference—5 papers Price $1.50 
EARNING OUR OPPORTUNITIES 

Sixteenth Annual Conference—6 papers Price $1.50 
PROMOTING PROFESSIONAL PROGRESS 

Fifteenth Annual Cont 8 papers Price $1.50 
INTERNAL AUDITING FOR PROFIT 

Fourteenth Annual Conference—7 papers Price $1.50 

Transfer Binders — for The Internal Auditor 
Box Binder to Hold Eight Issues (two years) Price $3.00 


A circular describing Institute publications will be sent upon request. Orders should be 
sent to: THE INSTITUTE OF INTERNAL AUDITORS, 120 Wall Street, New York 5, N. Y. 





Other Publications on Internal Auditing 
(Write to publisher for further information) 


INDUSTRIAL INTERNAL AUDITING 
by W. A. WALKER and W. R. DAVIES 


McGraw-Hill Company—330 W. 42nd Street, New York 18, N. Y. 


BASIC INTERNAL AUDITING 
by JCHN B. THURSTON 
International Textbook C Scranton, Pa. 
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INTERNAL CONTROL STANDARDS AND RELATED AUDITING PROCEDURES 
by WALTER H. KAMP and JAMES A. CASHIN 
Brock and Wallston—39 Atlantic Street, Stamford, Conn. 


INTERNAL AUDITING 
by VICTOR Z. BRINK and JAMES A. CASHIN 
Ronald Press—15 E. 26th Street, New York 10, N. Y. 


INTERNAL AUDITING 
by W. W. BIGG and J. O. DAVIES 
Essential Books Inc.—1600 Pollitt Drive, Fair Lown, N. J. 





























Publications of THE INSTITUTE OF INTERNAL AUDITORS 





INTERNAL CONTROL AGAINST FRAUD AND WASTE 
by BRADFORD CADMUS and ARTHUR J. E. CHILD 
Prentice-Hall—Englewood Cliffs, N. J. 


INTERNAL AUDITING IN INDUSTRY 
Edited by VICTOR Z. BRINK and BRADFORD CADMUS 


INTERNAL AUDITING, PHILOSOPHY AND PRACTICE 
Edited by CHARLES J. FUE 
Brock and Wallston—39 Atlantic Street, Stamford, Conn. 


CASE PROBLEMS IN INTERNAL AUDITING AND CONTROL 
by THE INSTITUTE OF INTERNAL AUDITORS 
Prentice-Hall—Englewood Cliffs, N. J. 


BIBLIOGRAPHY OF INTERNAL AUDITING (to 1955) 
Listings by subject and author 


SUPPLEMENT NO. 1 (1956-1959) 


INSTRUCTOR’S MANUAL FOR A COLLEGE COURSE 
IN INTERNAL AUDITING 


STATEMENT OF RESPONSIBILITIES OF THE INTERNAL AUDITOR 


THE FIELD OF INTERNAL AUDITING 





Research Reports 


INTERNAL AUDIT OF INSURANCE PROGRAMS Price $1.00 


INTERNAL AUDIT AND CONTROL OF SCRAP, SALVAGE AND SURPLUS 
MATERIALS Price $1.00 


INTERNAL AUDIT AND CONTROL OF FACILITIES Price $1.00 
INTERNAL AUDITING IN 1957 Price $1.00 
INTERNAL AUDIT AND CONTROL OF A TRAFFIC DEPARTMENT Price $1.00 
HOW THE SMALLER BUSINESS UTILIZES INTERNAL AUDITING FUNCTIONS Price $1.00 
INTERNAL AUDIT AND CONTROL OF PAYROLL AND ACCOUNTS PAYABLE Price $1.00 
INTERNAL AUDITING AND ELECTRONIC DATA-PROCESSING MACHINES Piice $ .50 


INTERNAL AUDIT AND CONTROL OF A PUR. HASING DEPARTMENT Price $1.00 























